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INDEPENDENT AUDITOR'S R.EPORT

To the Honorable Mayor alld
M€mbers of the Municipal Legislature
Municipality olGuayama, Pu€rto Rico

We have audited the accompanying financial statements of the govemmental activities, each major fund,
and the agg.egate remaining fund information of the Municipality of Guayama, Puerto Rico
(Municipality), as of and for the fiscal year ended June 10, 2010, uhich collectively comprise the
Municipality's basic financial statemenis as listed in the table ofcontents. These financial statements are the
responsibility of the Municipality's manag€ment. Our responsibility is to express opinions on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits cofltained in Gover nent Auditing Standards.
issued by the Comptroller Ceneralofthe United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
the significant estimates made by rnanagement, as well as evaluating the overall financial statement
presentation. We t€lieve that our audit provides a reasonable basis for our opinions.

As discussed in Note 6 to the financial statements, the Municipality did not have a complete, updated and
accurate accounting records ofits capital assets including the infrastructure, in order to obtain sufficiert and
competent evidential matter related to the Capital Assets reported in the accompanying statement of net
assets for $102,297,910, net ofaccumulated depreciation of$16,988,146, and accordingly, the amount by
which this departure would affect the assets, net assets and expenses of the govemmental activities is not
reasonably determinable.

As discussed in Note E (e) to the financial statements, the Municipality did not comply with the
requiremeflts established by Statement No. 18, Accountingfor Municipal Solid Woste Lafi.lfi Closure and
Post Closure Care Costr, issued by the Govemmental Accounting Standards Board and the regulations set

lorth by the U.S. Environment Protection Agency. At June 10, 2010, the accompanying statement of net

assets present a liability for closure and post closure care costs of the Municipality's solid waste landfill
using an estimate made by the management of the Municipality and not based on a study of the actual
landfill capacity used. The amount by which this departure rvould affect the liabilities, net assets and

expenses ofthe govemmental aclivities is not reasonably determinable-

In our opinion, because of the effects of the matter discrrssed in the preceding paragraphs, the financial
stalements refened to previously do not present fairly, in conformity with accounting principles generally
accepted in the United States of America, lhe financial position of the govemmental activities of the
Municipality as ofJune 10, 2010, or $e changes in financial position, thereof for the year then ended.

I
P.O. Bor r68, PalE€r Streat, Uo. Ag North, GuaysBs, P.8,. OO"A6

Tol. (7AZ) aA4.64gO . Fa: (7At) aO4.669O . cpap.droo@hotasll,corr



INDEPf,NDENT AUDITOR'S RXPORT (CONTINUED)

In addition, in our opinion, the financial statements referred to previously present fairly, in all material
respects, the resp€ctive financial position ofeach major rund, and the aggregate remaining'fund information
ofthe Municipality, as ofJune 10, 2010, aod the respective changes in?iraicial position, for the fiscal year
then ended in conformity with accounting principles generally accepted in the United States ofAmerical

In accordance with Goyern Ent Aadititg Sta dards, we have also issued our report dated Ntarch 26, 201 l,
on our consideration of the Municiparity's intemal contror over financiar reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agree;ents and other matters.
The purpose ofthat repon is to describe the scope of our testing of inteiral coitrol orer financial reporting
and compliance and the resurts of Ihat testing, and not to provide an opinion on the intemar cootror ove;
financjal reporting or on compliance. That report is an inregral pan olan audit perlormed in accordance
\xirh Govemmenr Atlditing standards and sho,Id be consideid in assessing the resurts ofour audit.

Accounting principles generally accepted in the united states of America require that the management,s
discussion and analysis and the budgetary comparison information ofl pages I through I3 and 55 thiough 5g
be presented to supplement the basic financiar statements. such informattn, arthoulr oot a part ofthc basic
financial statements, is required by the covemmentar Accounti.g standards Boardl who considers it to bean essential part of financial reponing for placing the basic- financial statements in an appropriate
operational, economic. or historical contexr.. we_have appried cedain limired procedures to the'required
supplementary information in accordance with auditing srindards generaly accepted in the united Staies of
Americ4 which consisted of inquiries ofmanagement about the ;ethods of preparing the information and
compariog the information for consistency with management,s response; to our inquiries, the basic
financial statements, and other knowredge we obtained during our audit ofthe basic fin;nciar statements.
We do not express an opinion or provide any assurance on th; information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assumnce.

our audit was conducted lor the purpose of forming opinions on the financiar statements that corectivery
comprise the Municipality's finaflcial statem-ents as a whole. The accompanying schedule ofexpenditure's
offederal awards is presented for purposes ofadditional analysis as required by t).S. Omce ot Management
and Budget circular A-r33' Adits o/ states, Locar Govemments, and Noh- profl organizarions. and is
also not a required part olthe financiar statements. The schedule ofexpenditures of federar awaris is the
responsibility of management and was derived ftom and rerate directry io underrying accounting and other
records used to prepare the financiar statemenrs. The information has been iubjected to the auditing
procedures applied in the audit of the financiar statements and certain addirionar procedures, incrudin!
comparing and reconciring such information directry to the underrling accounting ani other records used ti
prepare the financiar statements or the financiar statements themserves, and othJr additional procedures in
accordance withauditing slandards generalry accepted in the united states ofAmerica. In oui opinion, the
information is fairly stated in all material respects in reration to the financial slatements as a whore.

w<4'q-.
Pedro C. Ortiz Ledde- CPi
License Number 5200

Guayama, Puerto Rico
March 26. 201 I
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COMNIONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

MaNAcETTENT's DrscussroN AND ANALrsts
FoR THE YEAR ENDf,D JUNf, 30, 2OIO

Maragement of the Municipality of Cuayama of Ihe Commonwealth of puerto Rico (the Municipaliry)
provides this ,l'lazagezr ent's Discussion.nd At ats,s (MD&A) for the readers otthe Municiparity,i basic
financial statements. This narmtive represents an overview and analysis ofthe financiar aciiv;ties of the
Municipality lor the fiscal year ended June 10, 1010. Because this t\4D&A is designed to focus on the
current y€ar activities, resulting changes and cunenrly known facts. ,ue encourage reiders to consider the
information presented in rhis MD&A in conjunction with the additionar infoimation fumished in the
accompanying basic financial statements.

In this statement the condensed statements ofActivities, Balance sheet, and slatement ofoperations for
the fiscal year ended June 30,2010 are presented in a comparative approach to financial statements of
fiscalyear ended June J0, 2010.

FINAITCIAL HIGHLIGHTS

a) GoverametuWideHighlighrs

.,4$elr-TheMunicipalityhasreportedassetsamountingtoglj6.2millionsintheaccompanying
statement of net assets, of which the most significant are capital assets, and cash amounting ti
$102.3 millions, and $24.7 millions, respectively.

. Liabiliries - The Municipality has reported liabilities amounting to g49.2 millions in the
accompanying statement olnet assels, ofwhich rhe mosr significant ire bonds payable, estimated
liability for municipal solid waste randfirr crosure and postcrosure care costs, uneamed revenues
and compensated absences amounting to $24.0 rnillions, $8.9 millions, $g.9 millions and $3.1
millions, respectively.

/v-er 
-o$erJ - The assets of the Mun icipality exceeded its liab ilities by $g7. I mi llions at June 30,

2010, which is presented as "net assets,'in the accompanying statement ofnet ass€ts. Restricted
net assets and unrestricted deficit amounted to $9.2 millions and $7.7 millions, respectively. Net
assets invested in capitalassets amounted to 985.6 millions.

Nel change i1 net ossets - The Municipality,s net assets increased by $6.2 millions during fiscal
year ended June 10,2010.

. Retenues - The Municipality has reported total revenues amounting to $45.6 millions in the
accompanying statement of activities, of which the most significanr are taxes, and operating
grants and contributions, program specific, amounring to $21_l millions and $11.0 millions.
respeclirely.

. Expenses - The Municipality has reported total expenses amounting to $39.4 millions in the
accompanying statement of activilies.

b) Gove fiental Funds ltighlights

. 
7lsetl - The Municipality's govemmental funds have reported coftbined assets amounting to
$15.6 millions in the accompanying balance sheet - govemmental funds, of which the riost
significant are cash, investments, due from oth€r funds and due from govemmental entities
amounting to $24.7 millions, 97.0 millions, $ 1.8 millions and $1.5 millions, respectively.



COMMONWEALTH OF PUERTO zuCO
MUNICIPALITY OF GUAYAMA

MaNACETTENT,s DrscusstoN AND ANALysrs
FoR THf, YEAR ENDED Jt]NE 30.20IO

Liabilities - The Municipality's govemmental funds have reported combined liabatities
amountingto $16.7 millions in the accompanying balance sheet govemmental funds, ofrvhich
the most significant are deferred revenues, due to other funds, aicounts payable and accrued
Iiabilities and-matured bonds due and payable amounting to $10.0 millions, $l.g millions, $1.4
millions and $1.4 millions. resFrecti\ely.

Got,emmental fund balances - Ihe Municipality's govemmental funds reported combined firnd
balances amounting to 918.9 millions, of which $15.2 millions and $i.7 millions represent
reserved and unreserved lund balances, respectively.

Net ch@W in govemmental Jhltl batances - The Municipality,s governmental fund balances
increased by $3.0 millions during fiscal year ended Juoe j0, 201d.

Revenues - The Municipality's govemmental funds have reported combined rev€nues
amounting to $45.2 millions io the accompanying statement of revenues, expenditures and
changrcs in fund balances - govemmental funds, of which the most significant are granrc and
contributions, property taxes, intergovemmental revenues, municipal licinse taxes and sales tar
amounting to $11.5 millions, $t1.4 millions, 7.8 millions, $7.6 millions and $J.4 millions,
respectively.

. Expe ditures - The Municipality,s govemmental funds have reported combined expenditures
amounting to $41.0 millions in the accompanying statement o1 revenues, expenditures and
changes io fund barances - govemmental funds, ofwhich the most significant are categorized as
education, general govemment, health, sanitation and welfare, publiJworks and capitil outlays
amounting to $12.2 millions, $7.3 millions, $6.6 millions, $4.g millions and $4.g millio;s
respectively.

USING THIS ANT\ruAL Rf,PORT

This annual report consists ofa series of financial statements focused on both the Municipaliry as a whole
(govemment-wide) and the major individual funds. Both perspecrives (govemment_wide and major fund)
allow the user to address relevant questions, broaden a basis ior compaiison (year to ycar or govemment
to govemment) and enhance the Municipality,s accountability.

OVERI'If,W OF THE BASIC FINANCIAL STATEMENTS

The Municipality's financiar statements include thrce components: (r) the govemment-wide financiar
statements, (2) the fund financial statements, and (l) the notes to the financ;l statements (collectively
kn-own as the basic financiar statements). This report arso contains addirionar required supprementary
information (budgetary schedules) in addition !o rhe basic financial srstements rhemserves. These
components are described below:

Covernmert-Wide FinNncial Statements

The gowrnment-v)ide fnanc iar srare ne ts are designed to prov ide readers rv ith a broad overview of the
Municipality's operations and finance as a whole in a manner simirar to private-sector business. These
statements provide short-term and rong-term informalion about the Municiparity's financial position,
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COMNIONWEALTH OT PUERTO RICO
MUNICIPALITY OF GUAYAMA

MANAcEiUENT,s DrscusstoN AND ANALysrs
FoR THE YEAR ENDED JUNE 30,2OIO

',hich 
assisl the Municipality's management to determine rhe economic conditioo at the end ofthe fiscal

year. These financial statements are prepared using the flow ofeconomic resources measurement focus
and the accrual basis ofaccounting. This basically means that these financial slatements follorv methods
that are similar to those used by most businesses. They take into accofint all revenues and expenses
connected $ith the fiscal year ended June 30, 2010 even if cash involved has not been r€ceived o; paid.
The govemment'wide financiar statements incrude: (l) the statements ofnet assets and (2) the statement
ofactivities

Statement ofNet Assets

The statement of net .,,,err p.esents all of the Municipality's assets and liabilities, with the difference
between these two items reported as "net assets,, (equity). Over time, increases or decreases in the net
assets may serve as a usefirl indicator of whether the financial position of the Municipality is either
improving or deteriorating.

Statement of Activities

The statement of activities presents information showing how the Municipality's net assets changed
during the fiscal year ended June 10, 2010. All changes in net assets are reported as soon as ihe
underlying event giving rise to lhe change occurs, regardless of the timing of relaied cash flows Thus,
revenues and expenses are reported in this statement for some items that will not result in cash flows until
future fiscal periods (such as uncollected taxes and eamed but unused vacation leave). This statement
also presents a comparison betwe€n direct expenses and program revenues for each function of the
Municipality.

Both of the abovementioned financial statements present a[ the govemmental activities of the
Municipality, which consist mostry of ta\es and intergovemmentar revinues (such as federal grants).
Most services provided by the Municipality fall into this category, including, general govemment, public
works, health, sanitation and welfare, and education. etc.

Fund Financisl Statements

The Municipality's fund financial stalements, which consist of: (l) the balance sheet _ govemmental
funds and (2) the statement of revenues, expend,tures and changes in fund balances _ govemmental
funds.. These financial statements report the financiar position and results of operations of the
Municipality's govemmental funds.

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

The fund financial statements focus on: (l) individual parts of lhe Municipaliq/,s govemment and (2)
reporting the Municipality's operations in more detail than the govemment-wide linancial statemenis.
For financial reporting purposes, rhe Municipality classifies its funds within the folorving firnd

5



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

MAN,\cEMENT's DrscussroN ANDANALysTs
FoR THE YEAR ENDf,D JUNO JO, 201O

categories: (l) general fund, (2) debt service fund, (3) special revenue funds and (4) capital projects funds
(colleclively known as the "governmental funds").

Covemmental funds are used to account for all of the services provided by the Municipality.
Governmental lunds are used to account for essentially the same functions reported as govemmental
activities in the govemmental-r!ide financialstatements. However, unlike the govemmenFwide financial
statements, govemmental ftlnd financial statements focus 06 near-term inf]ows and outflows cfspendable
resources. They also focus on the balances ofspendable resources available at the end ofthe fiscal year.
This approach is knorvn as using the flow of cunent financial resources measurement focus and the
modified accrual basis of accounting. These statements provide a detailed short-term view of the
Municipality's finances that assist in determining whether there will be adequate financial resources
available to meet the current needs ofthe Municipality, which is, evaluating the Municipality's near-term
fi nancing requirements.

Because the locus of govemmental funds is narrower than that of the govemment-wide financial
statements, it is useful to compare the fund information presented for govemmental funds with similar
information presented for govemmental activities in the govemment-wide financial statements. By doing
so, readers may befter understand the long-term impact of the Municipality's near-term financial
decisions.

For financial reporting purposes, the Municipality has three major funds: (l) Ceneral fund, (2) Head Start
fund and (3) Debt service fund.

Notes to the Basic Financial Statemetrtl

The noles to the basic financial statements provide additional information that is essential to a full
understanding ofthe data provided in the govemment-wide and the fund financial statements. The notes
to the basic financial statements can be found immediately following the basic financial statements.

Required Snpplementary Informatiotr

The basic financial statements are followed by a section ofrequired supplementary information consjsting
of a budgetary comparison between actual operating results with the original budget and the final
amended budget for the general fund and debt service fund.

INFRASTRUCTURf, ASSETS

Historically, a govemmentls largest group of assets (infrastructure - roads, bridges, traflic signals,
underground pipes [unless associated with a utility], etc.) have not been reported nor depreciated in
govemmental financial statements. GASB 34 requires that these assets be valued and reported within the
govemmental column ofthe Covemment-Wide Financial Statements. Additionally, the government must
elect to either (a) depr€ciate these assets over Iheir estimated useful life or (b) develop a system ofasset
management designed to maintain the service delivery potential to near perpetuity. If the govemment
develops the asset management system (modified approach) which periodically (at least every third year),
by category, measures and demonstrates its maintenance of locally established levels ofservice slandards,
the govemment may record its cost ofmaintenance in lieu ofdepreciation. The information about the
condition and maintenance ofthe govemment infraslructure assets should assist financial statement users
in evaluating a local govemment and its performance over time.
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As noted earlier, net assets may serve over time as a useful indicator of the Municipality,s financial
position. In the case ofthe Municipality, net assets (excess ofassets over liabilities) amounted to $g7.1
millions at June 10, 2010 compared to $80.9 millions (as restated) at the end ofthe previous year.

The largest portion of the Municipality's net assets is invested in capital assets, net of their related debt
($85.6 millions). The Municipality's net assets is also composed of net assets amounting to $9.2 millions
that are restricted for (l) future debt service payments, (2) the future acquisition or constiruction ofcapital
assets and (J) other purposes, mainly Ihe financing offederal and state assisted programs. In addition, the
Municipality's net assets are reported net of unrestricted deficit of $7.7 millions.

The unrestricted deficit is the consequence of previous budgets, which did not provide funding for
incurred long_term obligations such as landfill closure and postclosure costs. Historicaly, such
obligations have been budgeted o0 a pay as you go basis without providing firnding for thei; future
liquidation- consequently, the Municipality cannot draw from its existing asseti to provide services to its
citizens and depends on its taxing ability to continue its operations.

The portion ofthe Municipality's net assets invested in capital assets such as land, buildings, equipment,
etc-, less any outstanding related debt used to acquire those assets, are used by the Municipality to provide
services to its citizens; consequently these assets are not available for future spending. eithough the
Municipality's investment in its capital assets is reported net of related debt, it siould be noted that the
resources needed to repay this debt must be provided from the debt service fund, since the capital assets
themselves cannot be used to liquidate these liabilities.

COMMONWEALTH OF PUERTO RICO
ilTUNICIPALTTY OF GUAYAMA

ill^NAGE]lE)T's DtsctssroN AtiD ANALysrs
FoR THE YE,{R ENDfD JUNE 30,2OIO

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOI,f,

TTT]S SPACE HAS BEEN LEFT IN BL,,INK INTENTIqNAI,I,Y
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The following is a condensed prcsentation of the Municipality's financial position, as reported in the
government-wide fi nancial statemenls:

CONI]VIONWEALTH OF PUERTO RICO
MUNICIPALITY OF CUAYAMA

NhNAcE[rENT's DrscussloN AND ANALr sts
FoR THE YEAR END[D JUN[ 30,20IO

Comparative Condensed Statement ofNet Assets
Governmental Activities

June J0,

$ 136228, t08

12,828,454

3,030,610

33305,749

_-_41_64p!_

$ 85,580,09

9,t57,95t
(1,674,7s5)

_I_!10612e5_

2009,
(as r€stated)

$ 25,4r4336

9,58s204

-q_121p2l1!_

7 2U227
3256,99s

33$28,076

_____441492e8_

$ 78,509,t59

29r, r8l
(8,950,098)

_!___!q859,4?_

2010
Assets:

Current assets

Noncwrcnt assets:

Caplal assets, net

Totalassets

Liabilities:

Current lAbilitbs

Long-term liabilities due withh one year

Long{erm liabilities due after one year
Totallbbilhies

Net assets (l ia bil ities ) :
Invested in capitalassets, net ofrehted debt

Restricted

Unrestricted

Total net assets (as restated)

$ 33.930,198

t02297,910

Changes in Net Assets

The Municipality's net assets increased by $6.2 millions. Approximately5lpercentoftheMunicipality,s
total revenues came from taxes, while 3o p€rcent resulted from grants and contributions including federal
financial assistance. The Municipality's expenses cover a mnge ofservic€s. The largest expenses were
lor education (31 percent), general govemment (21 percent) and heahh, sanitatioi and welfare (17
percent).
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CONIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

MANAGEiITENT's DIsCTjssIoN AND ANALYSIS
FoR THf, YEAR ENDf,D JUN[ 30,2OIO

The follorving is a condensed presentation of the Municipality's results of operations, as reported in the
govemment-wide fi nancial statements:

Stalement of Activities
Govemmenlal Activities

Fiscal Years f,nded June 10,

2010

2009,
(as restated)

Pmgram rcvenues:
Program-specifr operating grants and contrtlutiods

Program-specift capital gmnts and contributions

Charges for services

Total programs revenues

Geneml rcveoues:
Total geneml revenues

Totalrevenues

Proglam expenses:

Totalexpenses

Net increase in assets

Net assets, at begitrnitrg offscal year, as

Net assets, at elld offiscal year

r3,8 r8,548

500,174

t3,355,562

31,8r r,029 29,007.963

12,9fi9M
498,625

359,0t9

I1,371,788

1,483,600

45,6D,577

39.416,524

6213,053

42363,s25

3sl%2s7

6,870r68
restated 80,850242 73,979,974

87.063295 80,850242

THIS SPACE HAS BEEN LEFT IN BLANK INTENTIONALLY
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COMMONIVEALTH OF PUERTO RICO
NIUNICIPALITY OF GUAYAMA

MANAGEMENT'S DIsCUssIoN AND ANALYsIs
FoR THE YEAR ENDID JUNE 30. 20IO

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S GOVERNMf,NTAL FUNDS

Comparative Condensed Balatrce Sheet - Goverllmeotal Funds
Jure 30,

2010 2009
Assets:

Totalassets - main and other govemmentaltunds $ 15.617,330 $ 26,957.520
Combined totalassets

Lia bilitie$:

35,617J30 26,957,520

Totalliabilities - maicr and other governmental funds 16,672,721 I l,00l,6lg
Combined total liabilities

FuNl balances:

Reserved - major and other govemmental firnds

16,672,721 I t,00t,618

Total lia bilities a nd fund bala nces $ 35,6f 7J30 $ 26,957,s20

t5227.657 r,93t207
Unreserved - ma!:r and other govemmental firnds 3,716,952 4,024,695

Combined total fund balances 18,944.609 15,955,902

_ Anabsk of Financiol position of Govemmental Funds

As discussed earlier, the Municipality uses fund accounling to ensure and demonstrate compliance with
finance-related legal requirements. The focus of the Municipality's governfienta,l funds is to provide

- information on near-term inflows, outflows, and balance of spendable resonces. Such information is
useful in assessing the Municipality's financing requirements. In particular, nleser-ved filhd balance
may serve as a useful measure ofa govemment's net resources available for spending at the end offiscal

- year.

AtJunel0,20l0, the toral assets of govemmental funds increased by $8.7 millions(32 percent). Total

- liabilities ofgovemmental flrnds increased by $5.7 millions (52 percent).

For a detailed explanatiofl ofthe individual fluctuations oftotal assets and total liabilities ofgovemmental

- funds, please refer to the previous financial analysis ofthe govemmenlwide financial statements included
io this management's discussion and analysis, rvhere a detailed discussion of most of these fluctuations
has been made,

At the end ofthe cunent fiscal year, total unreserved fund balances ofthe govemmental funds amounted
to $3.7 millions, while total fund balance reached $18.9 millions. The total fund balances increased by
$3.0 millions during the cunent fiscal year.
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COMMONWEALTH OF PUERTO RICO
NIUNICIPALITY OF CUAYAMA

MANAGf, t\tf, NT's DtscussroN AND ANALysts
FoR THE YEAR ENDID JUNE 30,201O

The following is a detailed financial analysis ofthe Municipaliry,s govemmental funds:

Mrior Governlnental Funds

Ge4eral fund - The Ceneral fund (CF) is the principal operating f[nd of the Municipality. The CF,s
total assets amounted to $11,816,180 at June 10,2010. Such as;ets consist mainty oi 1ti unrcstricted
cash and cash equivalents ($1,E39,406) and (2) investments ($7.000,000).

The GF's total liabilities amounted to $9,i49,395.
revenues ($8,007,55J).

Such liabilities are composed mainly of defened

At the end ofthe current fiscal year, unreserved fund balance ofthe CF,s amou ed to g3,716,952, while
total fund balance reached $4,666,795. As a measure ofthe CF,s liquidity, ir may be usefulto compare
both unreserved f,nd balance and total fund barance to tot6l fund expenditures. Unreserved firnd balance
represents I 7 percent of the total GF,s expenditures, wh ile total fund balance represents 22 percent of that
same amount.

Head Start fuqd - The Head Start special revenue fund (HSSRF) total assets amounted to g1,666,7g1,
which consist ofcash in commercial banks. The HSSRF,stotal liabilities amounted to $1,666,781.

Debt ser.vice fund - The debt service fund (DSF) total assets amounted to $5,570,347, wtich consist of
restricted cash in fiscal agent ($5,493,196) and prop€rty taxes receivable ($77,lil). The DSF,S total
liabilities amounted ro $1,891,751, which composed oi (t) malured bonds due and payable ($1,350,000),
(2) matured interest due and payable($541,751). At theend ofrhe current fiscal ye;., DSF,' total an;
reserved fund balance reached $3,678,596.

g!+!_ryIllletrtal funds The olher govemmenral funds (OGF) total assets amounted to
$14,564,022, which consist mainly ofrestricted cash in fiscal agenr and commercial banks ($ ll,l4l,l I2).
The OGF'S total liabilities amounted to $1,964,804, which are composed mainly of due to other funjs
($1,389,52E) and deferred revenues (gr,229,639). At the end ofthe iurrenr fiscaiyear, ocF's totar fund
balance reached $l 0,599,2 I E.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

MaNAcEIUENT's DtscussloN AND ANALysts
FoRTHE Yf,.\R ENDED Jt]N[ 30.2OIO

Condensed Statemetrt of Revenues, Erpenditures alld Chatrges
in Fund Balances - Govemmental Funds

Fiscal Year Ended June 30,

2 010 2009
Rerenues:

Totalrevenues - major and other govemmental funds

Combined total revenues

ErpendiluE$:
Total exFEnditures - major and other govemmental funds

Combined total expenditures

Excess of expe nd ilues over tevenues

Olherfnarcing soutces (ases), net:
Other lmancing sources, net - ma'pr

and other governmental [unds

Combined other lmancing sources (uses), net

Net change infund bolahce

$ 45,t94,033

45,194033

42,9@,326

42960326

2233,707

$ 41,68 r,069

4 r,68 t,069

,12.54 t,8 t 9

42,541,819

(860,750)

Fund bala ce, at beginaihg offiscal lear
Fund balonce, al end offrscal yeqr

CAPITAL ASSETS AIID DEBT ADMINISTRATION

755,000

755,000

2988,707

r5Bss,902

_$ ,I244fqe

3175,0N

3A7s,0N

25t4250

13341,652

_s__112s5$2-

Capital Assets

The accompanying statement ofnet assets reported total gross capital assets, at cost, amounting to gl 19.3
millions The related accumulated depreciation and amortization of capital assets amounted to $17.0
millions. This investment in capital assets includes land, buildjngs, improvements, equipment,
infrastructure and construction in progress, Infrastructure assets are ilems that are normally immovable
and of value only to the municipal govemment, such as roads, bridges, streets and sidewalks, drainage
s)\lems. Ii8hring \)slems. and similar items.

Actual costs incurred to purchase or construct capital assets were $11.2 millions for the year ended June
30,2010. Depreciation and amortization charges for the year toraled $2.0 millions.

The Municipality finances a significant portion of its construction activities through bond iss,ances and
state and federal grants. The pmceeds from bond issuances designated for conitruction activities are
committed in its entirety for such purposes and cannot be use for any other purpos€s.
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CONIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

MANAGf, iTIENT,s DIsCUSsIoN AND ANALT'SIS
FoR TIIf, Yf,AR ENDED JUNE 30,20IO

Debi AdmiIlistration

The laws and regulations of the Commonwealth of puerto Rico have established a limitation for the
issuance ofgeneral obligation municipal bonds and notes for lhe payment ofwhich the good faith, credit
and taxing powerofeach municipaliry may be pledge.

The applicable laws and regulations also require that in o.der for a municipality to be able to issue
additional general obligation bonds and notes, the municipality must have sufficient ..payment capacity,,.
Act No. 64 ofJuly 3, 1996 as amended, provides lhat a municipality has sufficient ..payment capacity; to
incor additional general obligation debt if deposits in Municipality,s Redemption iund and the annual
amounts to be collected thought the Municipality's Special Additional Tax (as defined below), as
projected by the Govemment Development Bank for puerto Rico, will be sufficient to service the
maturity of the Municipality's outstanding general obligation debt and any additional proposed general
obligation debt ("Payrnent Capacity").

The Municipality is req,ired under applicable laws and regulations to lery the speciar Additional rax in
such amounts as shall be required forthe payment of its general obl igation municipalbonds and notes. In
addition, principal of and interest on all general obligation municipal bonds and notes and on all
municipal notes issued in anticipation of the issuance of geneml obligation bonds issued by the
Municipality coostitute a first lien on lhe Municipality,s Basic Tax revenues. Accordingly, the
Municipality's Basic Tax revenues would be available to make debt service payments on general
obliSation municipal bonds and notes to the extent that the Special Additionai iax Levied 

-by 
the

Municipality, together with moneys on deposit in the Municipaliry,s Redemption Fund, are not sufficient
to cover such debt service. lt has never been necessary to apply Basic Tates to pay debt service on
general obligation debt ofthe Municipalify.

ECONOI\,IIC FACTORS AND NEXT BI,IDGETS AND RATES

Tho Municipality relies primarily on property and municipal license taxes, as well as, federal and
grants to carry out the govemmental activities. Historically, property and municipal license t&xes
been very predictable with increases not generally exceeding ten percent. Federal gmnt revenues
vary ifnew grants are available but the revenue is also very predictable.

Those factors were considered when preparing the Municiparity's budget for the 2010-20 fiscar year.
There were no significant changes between the budget for fiscal year 2oog'20r0 and the one for fiscal
year 2010-201 l.

RXQUEST FOR INFORMATION

This financial report is designed to provide s general overview ofthe Municipality's finances for all ofthe
Municipality's citizens, tarpayers, customers, investors and creditors. This financial report seeks to
demonstrate the lr4unicipality's' accountability for the money it receives. euestions conceming any of
th€ information provided in this report or requests for additionar information shourd be addreisei to:
[4unicipality's Director ofFinance, Mr. Amilcar Ayala Acevedo, at pO Box J60, Cuayama, puerto Rico,
00785.

ti
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

STATE]tIENToF NET AsSf,Ts
JUN[]0,2010

Assets

Govemmenlal
:rctivities

Cuftnt assets:

Cash in commercial banks

Investments

Account receivables:

Taxes:

Prop€rty taxes

Sales tax

Intergovemmental

Crants and contr rutions

Restricted assets:

Cash h commercial banks

Cash in lscalagent

Totalcurrent assets

Noncufietrt assets:

Capitalassets:

Deprechble capital assets

Nondeprec hble capital assets

Acummuhted depreciation and amortization

Capital assets, net of accumulated deprechtion
Total noncurent assets

Totalassets

$ 3,839,406

7,000 000

77,15t

I 18,008

r,645, t98

407,021

8,457,525

12,385,885

31,930,t98

70,864,80s

48,42125t
( 16,988,r40

102,297,910

tn297,9t0

$ 116228,r08

The accompanying notes to the basic financhl statements are an integral pan ofthis statement.
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COIIIMONWEALTH OF PUERTO RICO
NIUNICIPALITY OF GUAYAMA

STATE |ENT oF Nf,T ASSETS

JuitE 30,2010

Liabilities and net asse ts

Current liabilities (due within ore year):

Accounts payable

Intergovemmental payables

Accrued employees' christmas bonus

Accrued interest payable on bng-term debt

Unearned revenues

Commitments and contingencies

Current portion of long-term obligations:

Bonds payable

Notes payabb

Compensated absences

Total cunent portion of long-term obligations

Total cunent lhhilities

No[current liabilities, excluding currellt portion
(due itr morc than ode year):

Bonds payabb

Notes payable

Landfill closure and postclosure costs

Compensated absenses

Total noncurrent lhhilities

Total lhbilities

Net assets (defcit):
Invested h capitalassets, net of rehted debt

Restricted for:

Debt service

Capital proicts
Other specified purposes

Total rcstricted net assets

Unrestricted

Totalnet assets

$ r,378,000

I r3,526

1,539,084

3,030,6r0

1s,859,064

n.629,105

178,01l

8924.770

I,513,U3
33,305,749

49,16/,8t3

85,580,09

$ 3678,596

2,M8,698

3130,657

9,t51,95t
(7,674,755)

J-_q9634L

Gove mmental
activities

$ 1J94,158

688,660

423.873

541,751

8,89,855

886,957

The accompanying notes to the basic financ ial statements are an integal pa.t ofthb staiement.
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COMMON\ EALTH OF PUERTO RICO
MUNICIPALITY OT CUAYAMA

STATf,:IIENT oF ACTIYITIEs
FISCAL YOAR ENDf,D JUN[ 30, 2OIO

Functioi/pmgl!ms

iDcluding

of s2,0.lJ,l5l

5.621.160

Chaiges op.mling

8)24235 5 72529 $ 284 $
2.724,t94

specifc
(apilal

I1,609.808

7,613.804

21754O

3364,415

23085567

7,817j176

1 ,677

E0tJ09
I t,8l I,029

62t3,O53

E0.850242

$ 87.061195

gmntr and gmnts ad ,nd chrnges
conlribuliotrs contributions in nea assets

Colemmenlal activiries:

General 80!emmenr

Crlhurc and recrcarion

Heafth. sanilatbn and welfare
Education

lnrere( on lo.g-term obligations

Total goverurenlal acliviries

- 5,728

2,74.W 270.@6

6J06,026 16.194 913.986

12293.9t9 - 12010.906

1180.{Et - t I, t80.{E_l IS jgJlo.j2{ tijo.olg t 12.960.10l -S 1o8S25 ,rsjir?r1/.,

- s (82j1.,r22)
- (2.724,t94)

19E.625 (5,120,407)

- (2t192,81O)

- (5545,616)
- (2E3,011)

C€nemt revenues

Tues:
property raxes

Muicipot license te\es
Corutnrctbn exclre taxes

Sales lax
Totatr&y€s

Cranrs and contributbns. nor rc.ficr.d
to speciiied prograns

Uffestricted inte.est on deposih
Miscethneous

Toral geneEl revenues

Net chang€ in n€t assets

Ner assets at b€giming of tscalyear as restaEd
Net assets at endoflea.

The accompanyinS notes to the b6sic financ ia I slatements are an integmtp6n ofthis statemenr.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CUAYANIA

BALANCf, SHEET_ GoYERNDIENTAL FUNDS
JUNI JO,2OIO

Itai,r gov€mmertat tunds

Debr Olhe. Total
CeIel:l H.adsrarl se ice goyemme at govemmcntal
tupd tuttd turd _ tunds turds

Assets

Cash in commercialbank

Accounl receivable. ner ol
albrvance of uncolhctible accounts

Sales tax

Granls and contntutbns

Due fion Bo! ennnental enriries

Du€ Urm other lunds

Cash in commerchlbank
Cash in fiscal agent

Liabiliti.s and rud talsnces
Liabititi.s

Accounls pqyable and accrued
[abifties

I.tergove.nmental payable

Matured bonds du€ and payable

Acc.ued inter€st payable

Commitment and contingenc ies

Toral liabirnies

fud brlrnc€.

Capilalprortcts

Olher specit'red purposes

Total tirnd bahnces

Totallhbihies and tund balances

$ 3.839,406 $ - S - $
7,0m,fim

- $ 1.8J9,,r06

- 200o.0fl)

I&O08

t089,m6
1t126,635

3A)2s 1,665J81

n,l'l - n.t5t
I t8.00E

- 4i7921 407.A1
- 414t90 tj0l.9%
- 40t$9 t,828Jt4

- 6A4E!23 8.457.529
5,491.t% 6.E92689 t2J85,885

$ n.8to.l8o $ t.br6.78l s 5.570jt7 $ 14J64.0r2 $ ls.orz-tro

- EE6957 8ffi957
ql loj85 1.b66,78t t.89t.751 t 964 iod

$ 7l7.ll5 s
42O!XX

4,71
8,007i53

2lEJ6l s 6
268.654

{J4,095

715.169

- 1.150.m0
- i4l,75l

45E,680 S lJ94J58
- 68E,660

r389,52E t,828j3.r
t229,639 9,982,6t

- tJ50,om
- 54t,75t

3,678,5%

7j10.886
3.430.657

607,518

312325

607J r6

- 1578J%
75t0,886

3988J12

The accompanying noles to the basic financht stalements are an integal parr ofdb sr ement.

t.7tb,a52

r.o?8jq6 j0jq9lr8 ' tS.q]1.602
$-ll!]-qJ-!L ! !!q6.78t t r.5/0J.17 5 r.rso+.m.u I :torz:ro
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COMMONWEALTI{ OF PUERTO RICO
MUNICIPALTTY OF GUAYAMA

R.ECONCILIATION OF THE GOVERNMf,NTAL FUNDS BALANCE SHf,f,T
TO THf, STATEMENT OF NET ASSETS

POR THf, FISCAL YEAR f,NDED JUNE JO, 2OIO

Total Fund Balances - Governmental Funds..

Amounts reported for Govemmental Activities in lhe Statement ofNet Ass€ts are
different because:

Capital Assets used in govemmental activities are not financial rcsources and therefore are
not reported in the funds....................................

Some ofthe Municipality's revenues will be collected after year end, but are not available
soon enough to pay for the current period's expenditur€s and therefore, are deferred in
the funds......-...............

Intergovemmental receivables related to Christmas bonus that are not considered al.ailable
financial resources at fiscal year-end, therefore, are not reported in the
govemmental funds

Some liabilities are not due and payable in the current period and therefore are not reported
in the funds. Those liabilities consist of:

$ 18,944,609

102,297,910

1,089,806

14t,202

65.409.602)

sx7Jt6it295

Accrued employees Christmas bonus................ (423,8:/3)
Bonds payab1e.............. (22,657,10i)
Notes payab1e.............. (2gt,5i7i
Compensated abse[ces. e,112,29.1\
Solid waste landfill closure and post-closure care costs................. (g.924.770i

Total Long-Term Liabi1ities...............................

Total Net Assets ofGovernmental Activities

See accompanying Notes to Basic Finaflcial Statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

STATEUENT oF REvENUEs, f,xpENDtTtjREs aND
CHANGES IN FUND BALANcf,s - GoyERT\nI ENTAL FUNDS

FISC,{L YEAR ENED JUNI JO,20IO

iU ajor sove mm. ntat turds

Cenel"l Head starr
tund tund

Oth.r
Boremmetrtal goy.mm.trtat

ntrd! tun&

S - $ lrj86,r07
- 7,633,804

- 277,5,tO

321,068 3J64,1r5

Debt

Muicipal liccnse taxes
L;cences and p€mits

Intergovemmenlal reven@s

Glanis and conlritulions

Charges lor services

Inler€st on depodits

Totalrevenues

f,rp€ndituits:

General govemmenl

Pub[c safey

Cultue and rccrearion

Heahh. sanitalion and lvellhre

Princip6l

Capitalourhys

Totral exFnditLrres

Excess (deficbncy) of revenues

over (uder) erpenditures

Othcr fnancirs souNes (uses):

Transttrs-;n lilnl oder ftrnds
'tmrsfe6-oot lo olher lunds

P.oceeds lrom issuance of honds

Tdal other lmanci.g sources

s 6.H6.909 S

7.6t3.804

217.510

2.520,18 t

1,685.793

- 10.490.488

142320

t05.1{4

J 5,0iqr98

520,W
- 3,082J31 7.168,124
- 1,006J50 13,.192038
- 216699
u8ff

159,0t9

1cr.617
644.l(X--15720380t-109

22.J56.m7 r0.400J88 5.i60.7q --118; 15Jo4pll

6.m5,%5
2.620.a90

4J54,rr5
1.ffi)215
s254285

- 10,645,761

201.877

53260

- 458)72 7 26t.337
- 51275 2.672,174
- 16',t2E2 1.82t397
, 215.050 1.895:65
- l.l72,lll 6.626]9a
- 1.557,927 .12203,68A

- D78,n1
- 1,t42,03t

- L3n,Un
- t,088,77t

282_89
(r,rq877)

r88.t27--4-208.0J24.156-t5e
2t..118.7+J t0.o45.761 2.{6;.77t--1.{t0J5t __]II]ql!L

9t7J54 i 15527J) l.lD5 tro

1552_73

tl.lvJ.Snt 155271 /E-28s r.682Jt5 7jj ofi)

- ],t2li09 58.921 2,988.707

- 5552u7 r0,5{o,297 15,955.902

-! l!l!i.6 _i]ll.a!l8 s_!t{,!e

l,,r%,884 t,680,+16
(569j6e) ( t580.446)
75t,000 755.000

'lle accomgxr)-ing nocs to the basic linanc ial st ements are an inGg?tFrn of rhts sralemenr.
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COMIIIONWEALTH OF PUERTO RICO
|VIUNICIPALITY OF GUAYAMA

R"ECONCILIATION OF THE STATEMENT OF Rf,VENUES, IXPENDITURES AND
CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS

TO THE STATf,MENT OF ACTIVITIES

IOR THf, FISCAL Yf,AR ENDED JUNE 30. 20IO

Net Change in Fund Balances _Total Governmental Funds...,......,..................

- Amounts reported for Govemmental Activities in the Statement ofActivities
are different because:

_ Covemmental firnds report capital outlays as expenditures. However, in the Statement of
Activities the cost ofthose assets is arrocated over thei. estimated usefur Iives and reported
as depreciation exp€nse

- Revenues in the statement ofactivities that not provide current financial r€sources are
not reported as revenue in lhe funds....._..,..,..,..._

_ Some ofrevenues and expenses reported in the statement ofactivities do not required
the use ofcurrent financial resources, therefore are not reported as reve0ues and
expenditures in the govemmental funds............

- Debt proce€ds provide current financial resources to govemmental funds, but issuing debt
increases long- term liabilities in the Statement ofNet Assets ......................_......_..

_ Repayment oflong term debt is expenditure in the govemmental funds, but the repayment
reduces long term liabilities in the Statement ofNet Assets.. .........._..._......._..._......

Landfill closu.e aod post-closures care costs do not required the use ofcurrent financial
- resources and therefore are not reported as expenditures in govemmental funds....

s 2,9E8,707

2,1t2,706

423,702

Change in Net Assets ofCovernmental Activities

(289,486)

(755,000)

1,540,424

(408.000)

$ 6rL!0a1

See accompanying Notes to Basic Financial Statements.
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COIIIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA
NoTEs To FINAi\CIAL STATE IENTS

JuNr J0,2010

l. Summary ofSignificant Accountirg policies

Tle Municipality of Guayama (the Municipality) is a local municipal govemment constatuted on1736 in the Common\lealth of puerto Rico (the Commonwealthj. ihe Mu;icipality has lull
legislative, tlscal and all other govemmental powers and responsibilities expressly assigned by prblic
Act No. 8l of August j0, 1991, as amended. Lnown as Autonomous Muni;ip;lities Acr of the
Commonwealth of puerto Rico (Act 

^No. 
8l). 

_The Municipaliry is one of sevenry_eight
municipalities legally separated from the Commonwealth's govemment.

The commonwealth s Constitution provides.for the sepamtion ofpowers ofthe eiecutive, regisrative
and judicial branches of the Cornmon*ealth and the municipaliiies. However, lhe Municipality,s
govemmental system consists ofexecutive and legislative bmoches only. A Mayor, electerJ every
lour years by the citizens' exercises the erecutive power ofthe Municiparity. The'regisrative power
ofthe Municipality is exercised by the Municipal Legislature, whose members are alsi elected'evef
fouryears. The GenerarJustice court system of the tommonwearth, which hasjurisdiction over the\4unicipalit). erercises rhejudiciary po\ er in lhe lvlunicipali$.

The Mun ic ipality 
.assumes 

eirher partiar or rurr responsibirity for providing services to its citizens

L.-3,:d l: llqli. housing. wetfare. pubtic safery, health, sanitation, educaion, culture, recreation,
uruan oevetopment, economic delelopment, and many othe. fiscal, geneml and administrative

d) Finoncial Reporting Model

Tte accompanying basic financial statements present the financial position and the results of
operations of the Municiparity as a whore, and its various govemmentar funds as of and fo. the
fiscal year ended June 10, 2010 in conformity *ith accoun-ting principles gen€rally accepted in
the United Srates ofAmerica (GAAp), as preicribed by the Co"vemmeital ,iccounting Standands
Board (GASB).

According fo the financial repodng model established by CASB Statement No.34, Basic
Nnoncial Statements , and Managenenr.s Discussion ail Anab,sis _ Jor State dnd Local
Goyemments (CASB No. 34), the required basic financial sutement presintation applicable tothe Municipality is composed of the following elements: (l) govemment_wide financial
statements (GWFS), (2) governmental firnd financial statements (CFFS), (3) notes to basic
financial statements, and (4) required supplementary information (RSi).

RSI is information presented along with, but separate froo, the Municipality,s basic financial
statements. RSI is composed of the foltowing elements: (l) Managemenis Djscussion andAnalysis (M,D&A), (2) Budgetary Comparison Schedute_ CeneJ Fund, (3) Budgetary
Comparison Schedule- Debt Service Fund.

MD&4 is a narrative report that introduces the accompanying basic financial statements and
provides an analltical overview of the Municipality,s financLl a'ctivities for the fiscal year ended
June J0, 2010, based on the Municipality,s knowledge ofthe rransactions, evenh;nd conditions
reflected in the basic financial slatemenls. The MD&A also highlights certain key fiscal policies
that control the Municipality's operations.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

NOTES TO FINANCIAL STATE]UENTS
JUNE JO,20IO

The Rudgetary conparison schedure- Gencrar Fnnd and the Bkrgetttry cotrpati.ron lkhethre-
?i!,.!1::: ,:,0 y:".companion ofrhe aouat resulrs lusing rhe 6udgJ,".y il-ri. ot u."orr,irg.$ hrch o,tters trom GAAp) \ iih lhe original budger and the final amenJed budget for the Cenerilfund and rhe Debt Sertice Fund. n-budger . ca,+p ,*"rJii.ii"r-,r-ir?r.r,.a p."r;airg
informarion of differences berueen rhe budgetary basis of accounring a"J Caipl

b) Finoncial Repofling Entiqt

The accompanying basic financial statements include all departmenb, agencies and municipal
operational units that are Inder the legal and adminisEarive control of fi" Uuyor, una ,f,o,"
financial resources are under lhe lepal cuslod) and conlrol ofrhe Vunicipali(1 Direclor of
Finance and Budget. as prescribed b1"Act \o. El.

The Municipality's management has 
.considered all porential component units (whether

governmenlal, not-for-profit, or profit-oriented) for which it may be financially accountable andothe. legally separate organizations for which the narure and ;gnificaoce oirt ei. ."tutionst ipwith the Municiparity may be such that excrusion oftheir basic firianciar statements iiom those ofthe Municipality would cause the Municipality,s basic financial statemenis to misteading or
incomplete.

GASB Statement No. 14, The Financial Reporrrrg E,rr{y (GASB No. l4), as amended, has setforth criteria to be considered in determi;ing financiai accountability io. nn-.iuf ."po.tirgpurposes_ These criteria include appointing a voting majority of an organization,s goveming
body and:- (t ).the ability of rhe Municipaliry to i.p-o.. it, *if f on ,f," ire-;i"n or (2) thepotenrial for the organization lo orovide sp€cific financial benefits to. 

_o. 
irpos. rp.",tic

financial burdens on. the Municipalify.

On July.l, 2001, the Municipality adopted lhe provisions of GASB Statement No. 39,
2eternihinF- 

W:elly glrtain Organizarions are Component Unirs an ,lieinent o1 C,ISBStatenent No. 1.1 (CASB No. l9). CASB No. 39 states that certain o.gunirations fo. *f,i"tr uprimar].govemment is not financiafly accountabre nevertheress warrantir"iu.Ln_". pu.t or,r,"financial reporting entity because of the naturc and significance of tf,"i. ."lriionriip *ltfr tf,"primary govemment, including their ongoing financial sipport ofthe pri.".y [.r"^r"", 
""0 

i ,
other conponent units.

1::,"]-1i:g 
a C|SP No. 19. a tega tl)^ separate tax-exempt organization shoutd be reported as a

0rscretety presented componenr unil of a reporting entity ifall ofthe following criteria are met:

a. The economic rcsources received or held by the
entirel) for the direct benefil of rhe primary
constituents.

separate organization are entircly or almost
govemment, its component units, or its

b rhe primary.govemment, or its componenr units, is entirred to, or has the abiriry to otherwise
access, a majority ofthe economic resources received or held by the sepa."te oig"uirrtion.c. The economic resources received or held by_an individual organization ,i"iif,".p."iti"
primary govemment, or its component unirs, is entitled to, or [as the abliif-to otlerw;se
access, are significant to that prjmary govemment.
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In addition, GASB No. -]9 states that other organizations should be evaluated as potential
component unjts if they are closely related Io, or financially integrated lrith, the.primarygovemnrent. Such ry-pes ofenlities may be presented as either blendid or discretely presenfed
component units, depending upon how they meet the criteria for each specified in cASB No. I4.

The Municipality's management has concruded that, based on the aforementioned criteria. lhere
.rre no 

.lega 
Ily^sepa rare entities or organilalions that should be reported a. ."rr""", ,";,.'.iif,"

Municipaliry for the fiscal year ended June 10, :010.

c) Gorerrrment-teide Finincial Slatements

The ac(ompanling GWfS are composed of: ( I I the sratement of nel assets and (2) rhe slatementot acltr(tes. lhese financial statements do not repon [und information but ralher report
ioformation ofall ofthe Municipality.s govemmental ;ctivities. These statements are aimed atpresenting a broad overview of the Municipality.s finances through reponing its financial
positioo and results ofoperations as a whole, using methods rhat are siriilar ro tho; used by most
private businesses.

the focus.oflhe CWFS is not on compliance wirh budgets. regulatory requirements or on the us€oi a\attabte or currently expendable financial resources (refered lo as fi;cal accounlabiliry), buron operational accountability information about the Municipality as a single economic unit.
Operational accountability is the Municipality,s responsibility to ;port to thJextent to which it
has met its operating objectives efTiciently and effectively, uiing ali resources available for thatpurpose. It locuses on the Municipality,s principal operating objective, which is to provide
services to its citizens.

The aecompanying statement of net assets provides short{erm and long-term information about
the Municipality's financial position and condirion by presenring all of . Vrni"lfutty,, u..et,
and liabilities, with the difference between.these two items re-ported as..net assets,, (equity).
Thisstatement assists management in assessing the level ofservices that can be provided by fhe
Municipality in the future. and its abiliwto meet ,ts obligations as they become d'ue. ln addition,
this statement reports the extent to which the Muniiipality t"" inr".tJ-ii-"upitul *,"t.,
including infrastructure, and discloses Iegaland contractual resirictions on .",ou.""r.

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

. Invested in capital assets, fiet of related debt Tlese consist of capilal assets, net of
accumulated depreciation and amortization, reduced by the outstanding Lalances of bonds,
notes and other debl that are aftributed to the acquisiiion, conslructio; or improvement ol
those assets. For the purposes of derermining the oulstanding debt anribuied to capital
assels, the total long-term debt related to the acquisition, consiruction or improvement of
capital assets. have been reduced b, any related unspent debt p.oceeds anj any related
unamortized debt issuance costs.

. R6tricted net asse& - This net asset category consists of net resources restricted by
extemal parties (such as creditors, grantors, c;nributors, Iaws or regulaiions of othergovemments, etc.), or net assets for which constmins are imposed by constitutional
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provisions or enabling regisration. Enabling Iegisration consists ofregisration that authorizeslhe Municipality to assess, levy. charge oiothenvise ,rna^t. puyrlnt oi-r"sources (fiorn
extemal resource providers). Enabring regisration estabrishes restrictions iiit incruaes alegally enforceable requiremenr that those iesources b" r."d ;rt f* il;;ific purposes
stipulated in the legislation.

The classification of restricted net assets identifies resources that have been rcceived orearned by the Municipality rvith an e\plicit understanding berween the Municiiafity and theresource providers that the resources would be useJ for specific pr,poJ"s. C.unts,contributions and donations are often given under those f,ina, of '"orlaliionr. gona
indentures also often limit the use ofbondlroceeds to specific purposes.

Intemally imposed designations of resources, including earmarking, are not reported asrestricted net assets. 
.These designarions consist of m_anagement,i pta^ io. the use of

resources, which are subject to change at lhe discretion of the-Mu n ic ip" i f"girluiu.".

The Municiparity has reported the folrowing types of restricted net assets in theaccompanying statement of net assets:

(l) Debt senice - Reptesent net resources available to cover future debt service payments of
bonds and notes payable.

(2) copiral projecrs _ Represent net resources avairabre to finance the acquisilion,
constructioo or improvement of major capital assets under contracts and other
commitments,

(3) ahet specilied.p,rposes - Represent net resources avairabre from certain federar and
state grants, which have been set aside to carry out several programs. Also, represenl net
resources 

_available for the payment of certain accounta payable and commitments
approved by the Govemment Development Bank for puerto Rico (GDE, 

".ornpon"ntunit olrhe Commonwealth and fiscal agent ofthe Municipality.

' unrestricted deficit - This category consists of the excess of riabilities over rerated assets
that are neither extemally nor legally reslricted, neither invested in cafiot-ur.",J fto*"r".,
assets reported within unrestricted deficiI ofien are designated to indicate that management
does not consider them to be available for general oper:ations. a.r"r, ..pon"j *,tf,in tf,i,category often have constraints that are imposed by management but cjn be removed ormodified.

When both .estricted and unrestricted r€sources are available for use, it is the Municipality,spoliry to generally use restricted resources first, and then ,nrestricted a*"r*"a 
", tr,"y 

^a"neeoeo.

lhe 
accompanying.rlatement ofactir ities presenls the resuks of the Vunicipality.s operations b)(holr tnB how the vlunicipalitr's net assets changed during lhe ) ear endea .,une iO. :b tO. us;ng a

net (exp€nse) revenue format. This statemenr p;sents th; cosiofeach fun",ion/progrurn * *af
as the exlent to which each of the Municipality,s funcrions, prog.ams or 

",f,"i.."*i.", "i,f,",
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conlribules Io or draxs from rhe Municinaliry.s geneml revenues (such as property ra\es, 5alesla\es. municipal license ta\es. constn ction exctse taxes. elc,).

1jr,::tl:Y1:i:l: describes a group of acriviries rhar are aimed at accomptishins a maJor

::1.:?l::.Br]r,l,t "sponsibitiry.. 
The functions/pmgrams reponed in rhe accompanying basicflnancrar shiemenls are: (l) general go!emment:12) pufli. safeD. {J) public uorks. 1.l.1cuhureand recreation. (5) heahh. )anitarion and rrelfare and tor "au."iii" 

--fiJ 
e;u..rn.nrut

:1,:i1l:r..ol'l.h" Municipatity's depanments and operational units are classifieid- ,vithin theroflowrng tuncltonvprograms in Ihe accompanying basic financial statements:

General government:

Municipal legislature

[4ayo/s office
Department of finance
Department of budget and management
Depanment of human resouaces

Department of public relations
Department of municipal secretary
Department of intemal audit
EDP Department

Public safeg:
Department of emergency management
Department of municipal police

Public works:
Department of public works
Department oFtransportatioo

Department of land use

Culture and rccreatiol:
Department of recreation and sports
Department oftourisn and culture

Health, sanitation and welfrre
Department of health

Department of sanitation

Department of elderly alFairs

Department of citizen affairs

The statement of activities denonstrates the degree
eryenses ol a Eiven function/progmm or segmenrs.

to \\hich progron revenues offset (lirect
Direct expenses are those that are clearly
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identifiable rvith a specilic function, segment or operational unil_ Ihis slatement reports
.e\,enues in two broad categories: (l) progmm revenues and (2) gene.al revenues.

Program.re!enue.s are gener3ted direcll) from a program itselfor may come from panies outside
rne .\4unrcrpattty s la:(pa)ers or cilizens, In lhestatementofacli!ilie\. program rerenues reduce

I:_:":: !'.1*.:r],,he [uncrion program ro arrive ar rhe ner cosr of ih" Tun.iio,Vp,og.u, rr,ur
must. tre t,nanced_ liom lhe \4unicipaliry's general retenues. lhe accompanying,tatemenl ofacll\rl,esseparatell reponsthe follotlingcaregoriesofprogmmrerenu.., - -

. Chargis for services These generally consist of exchange or exchangeJike transactions
invoJving charges to cuslomers or applicants who purchase,-use or direc;ry be;efit from thegoods,.services or privileges provided, or are otherwise directly affectei by the services.
These include fees charged for specific services, charges for licenses 

"nJ 
p"rinitr, ana nne.

and forfeitures, among others.

' Progrsm_specific capitar atrd operaling grants e,'d coltributions - These consist of
transactions that are either mandatory or voluntary nonexchange transaction; with other
govemments, organizations, or individuars that restrict the resou;ces for use in a particurar
program. capital gfants and contributions consist of capitar assets or resources that are
reslricted for_capital purposes - to purchase, construct or ienovate capital asseis associated
$/rrn.a specrtrc program. operating grants and contributions consist of resources that afe
requtred to be used to finance the costs ofopemting a specific program or can be used either
for operating or capital purposes of a speiific prigram. nestrii-ted 

"rpitut-rna 
op"*ting

grants and contributions are program revenues because they are specificaily attributable to a
program and reduce the net expense of that program to th; Muni;ipaliry. ih"y 

"r" 
."po.t"d

ner of esrimated uncollecrible amounls.

General revenuesarelhe delault category for revenues. It ;ncludes all revenues and gains that donot meet. the definition of program revenues. property raxes, municipal licensi taxes and
construltion excise taxes are reported as general revenres. All otirer nontix revenues linctr.dingunrestricted investment eamings, grants and contributions not restriqed fo. .p""iilc p.og.rms
and niscellaneous revenues) that do not meet the definition ofprogram .eu.nueJui" 

"t^.ilea 
,sgene.al revenues. Resources that are dedicated intemally by the' Uunicipality are reported asgeneral revenues rather than as program re\,enues. AII general revenues ai reported net ofestimated uncollectible amounts, which are recorded as ieduction of revenues ,l*,.. ttun a.

expenses.

The genetul goyemmenl function/program reported in the accompanying statement ofactivities,
includes expenses rhat are, in essence, indirect or cosrs of ot;er fu;rionslpioe;ms ot theMuricipaliry. Even though some ofthese cosrs have been chargea to other funa's in'ih-e crrs as
indirect cost allocations permitted under some federal prograrn's, tn" rr4uni.iputit ir, ,"po.t o
these indirect expensesas direct expenses ofrhe generai go-remment firn"tionl ai"oraingiy, tt"
Municipality does not allocate general govemmeni lindireit; expenses to orh.. fr;;t;;".
The effects of all interfund govemmental activities (revenues, expenditures and other financing
sourcevuses among govemmental funds) have been removed from the accompanjing statements
ofnet assets and activities.
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lhe N4unicipaliry classifies all ul its activiljes as govrtjnpntdl nctivitler in rhe accompan)rng
CWFS. Ihese are acti!ities generally financed thiough taxes, intergovemmen;l revenues and
orner nonexchange revenuer lhat can be used to suppon lhe MunicipaliD.s programs or services.
These govemmental activities are also generally reported in the CFiS. ' ' '

Th€ Municipality has no fiduciary acrivirie,s, which are rhose in $hich rhe Municipatity would be
holding or managing net assets lor .perific indiri,Juals or ulher e\lernal panieJ,n accordance\ttlh trusl dgreemenls or olher custodial afiangemenls. ln addition. the Municipality has no
opemtions or activities that are financed and operated in a oanner simirar to private business
enterprhes, where the costs of providints goods or senices to lhe general p,1bli" 1"*p.nr"r,including d€preciation) is financed primarily through user charges; or i,here th'e governing body
has decided that periodic determination ofrevenue;eamed, exp;nses incurred, ani/or net income
is appropriate for capital maintenance, public policy, management control, accountability, or
other purposes.

d) Gowrfirnental Fund Fihmcial Statements

A fund is a fiscal and accounting entity coflsisting of a self_balancing set of accounts used to
record assets, liabirities and residuar equities, deficiis or barances, and c-hanges therein, which are
segregated lor the purpose of carrying on specific activities or attaining certain objectives in
accordance with GAAp and/or special regulations, restrictions or limitatio;.

The accompany^ing GFFS are composed of: (l) the balance sheet _ govemmental funds, and (2)
the statement ofrevenues, expenditures and changes in fund balanceJ- govemmental funds.

These. financial statements report the financial position and results of operations of the
Municipality's govemmentar funds by presenting sources, uses and barances oicurrent financiar
resources. Some ofthese financial starements have a budgetary orjentation and focus primarilyon: (l) .the Municipaliry,s major govemmenral tunds, as defined below, (l) the fiscal
accountability and (l) the individual parts of fie Municipality,s govemment. Fiscal
accounlabili$ represenE rhe Municipaliry's responsibiliry tojusriS, rhar iriactions tn fie currenr
trscat year have complied $ilh public d-ecisions conceming the raising and rpending of public
moneys in lhe 5hon rerm {generally one fiscalyear.

The accompanying GFFS segregate govemmental funds according to their intended purpose and
are used in demonstrating compliance with legal, financial anJ contmctual provisions. The
minimum number of govemmental funds is maintained consistent rvith legal ind selt:imposed
managerial requhements established by rhe Municipality. For financial reioning purposes, the
Municipaliry claisifies its govemmenral lunds $irhin th;following calego.ii., " '

c Genercl Iund - The general fund is the Municipality,s main operating and major fund, as
defined below. used to account for all financial resou."". und gor"-."ital activities, except
for financial resources required to be accounted for in anotheifund. It is presumed that theMunicipality's govemmental activities_ have been reponed in the generai frrnd e*cept for
transactions for which ooe of the following .o*p"iling .euron. i'as required the use of
another fund; (l) Iegal requirements, t2) CAAp requirements or 13.y the demands ofsound
financial administratiorl requiring the use ofa govemmental fund oiher than the leneral firnd.
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Special rc_t'e ue funds - The special revenue funds are nonmajor funds, as defined below,
used by the Municipality to account for revenues derived frorrr grrnt. .. ;,h";;r..r"
sources (other than major capital projects) that are either self-restricted by the Municipality
or legally restricted by outside parties for use in specific prrposes. th" ui.. una li.itrtior.of each special revenue fund are specified by municipil ordinances or federal and state
statutes. However. resources reriricted r. expenditure for purposes normally financed from
the general fund are reported in the Municipality,s general fund provided th;t all applicable
Iegalrequirements are appropriately satisfied_ In this case, a special revenue fund td iccount
for such kind oftransactions rvill be used only iflegally mandaied.

Debt service fuhd - The debt service fund is a major fund, as defined below, used by the
Municipality to accounr For the accumulation of resources for, and lhe payment oi principal
and interest for: ( l) bonds and notes for which debt sen ice payments are legally mandated to
be accounted for in a debt service fund and/or (2) general long-term dett ior which the
Municipality is being accumulating financial resources in advance, to pay principal and
interest payments maturing in future years. principal and accrued interesi auJ on fLily t of
the following.fiscal year related to long-term debt for rvhich debt service payments are
accounted for in the debt service fund, are recorded as debt service fund's liabiliiies at.tune
30, ifresources are available at June l0 for its payment.

General long+erm debts for which debt service payments do not involve rhe advance
accumulation.of resources lsuch as obligations under capital leases, compensated absences,
claims and judgments. and notes pa)able, among others) are accounted for in the
accompanying statement of net assets. -Ihe debt service payments of such debts are
generally accounted for in the general fund.

Capital prukLls furrds Capital projects funds are major and nonmajor funds, as defined
below, used to account for the financial resources used in the acquisition or construction of
major capilal facilities, other assets and permanent improvements. Significant capital outlays
financed from general obligation bond proceeds are accounted for als-o in the ca;ital projects
funds.

The use of the capital projects fi_rnds has been resened for major capital acquisitions or
construction activities that \rould distort financial resources tiend jara 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 financial resources were used for rhe purchase.

Il".t*: :f the GFFS is on major govemmental ilnds, which generally represent the
Municipality's most important funds. Accordingly, the Municipality I requiied to segregate
govemm€ntal funds betw€en major and nonmajor categories within the GFFS. Major individual
govemmental firnds are reported individually as separate columns in the GFFS, wliile data from
all nonmajor govemmental funds are aggregated into a single column, regardless of fund type_

By definition, the Municipality's general firnd is always considered a major govemmental fund
lor financial reporting purposes. In addition, any other govemmental funj is ionsidered a major
govemmental fund if its total assets, Iiabilities, revenues or expenditures of that jndividual
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govemmental fund are at least l0 percent olthe corresponding element total (assets, liabilities,
relenues or expenditures) for all govemmental funds. For the purposes of applying the
aforementioned major fund criteria, no eliminations ofinterfirnd balancesiave been made. Total
revenues for these purposes means all revenues, including operating and nonoperating rcvenues
(net of allowances lor uncollectible accounts), e\cept for othe; financing sources. Total
expenditures lor these purposes, mean5 all e)(penditures, including operating]and nonoperating
expenditures, except for other financing uses.

Based on the aforementioned criteria, the Municipality,s major govemm€ntal funds reported in
the accompanying GFFS are: (l) general fund, (2) Head Start f;d, and (l) and the debt service
fund

The. accompanying GFFS are accompanied by other statements and schedules required by
GAAP: (l) the schedule of revenues and expenditures budget and actual _ budgetary basis
general fund, (2) the reconciliation ofthe balance sheet _ govemmental funds to the statement of
net assets, and (3) the reconciliation of the statement of revenues, expenditures and changes in
fund balances - govemmental firnds to the statement ofactivities.

e) Medsaremeht Focus and B(rsis ofAccoahtirrg

GovernJnent-wide linancial statements The accompanying GWFS are prepared using the
economic resources measurement focrs and the accnral basis of accounting, Subject to the
additional rules and limitations detailed below, revenues (including intj'rest income) are
generally recorded when eamed and exp€nses ar€ generally recoftIed when a liability is incurred,
regardless ofthe timing of related cash flows.

All_ revenues, expenses, gains, losses, assets and liabilities resulting from exchange and
exchang€-like transactions are generally recorded when the exchange taies place. In exihange
transactions, each party to the transaction receires and gires up eisentially equal values. An
exchange-like transaction is one in which rhere is an idenriliable exchange and the values
exchang€d, though related, may not be quite equal. N€vertheless, the exchang-e characteristics of
the exchangeJike transaction are strong enough to justiry lreating it ai an exchange for
accounling purposes (examples include fees for licenses and permits,-charges for servicei, and
miscellaneous revenues. rvhich ,re r.corded as revenues when collectJ because they are
genemlly not measurable until actuallv recei!ed).

AII revenues, expenses, gains, losses and assets resulting from nooexchange transactions are
recorded using the criteria set forth by GASB Statemeni No. 33, Accouning and Financial
Reporting for Nonexchange Transactions (GASB No. 33), which the Municip;lity adopred on
July l, 2002. GASB No. 3l eslablished accounting and reporting standards for nonexchange
transactions involving cash and financial or capital resources lior example, most taxes, grants a;d
private donationr. In a nonexchange transaction, the Municipality gives (or receives) value
without directly receiving (or giving) equal value in retum. This is'difuereni from an exchange
t]r":1"t19r,i" which each party receives and gives up essentially equal values. According io
GASB No.-31, the Municipality groups its nonexchange transactions into the following iour
classes in the accompanying basic financial statementsj (a) derived tax revenues, (b) imposed
nonexchange revenues, (c) govemment mandated nonexchange taansactions, and (d) voluntary
nonexchange transactions.
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In the case of derived tax rcvenue transactions (such as municipal license taxes), rvhich result
from assessments the Municipality places on exchange transactions, receivables and rcvcnues are
recorded when the underlying exchange has occuned (that generally is when the ta-xpayers, net
sales or revenues subject to tax take place).

In the case of;mposed nonexchange revenue transactions (such as property taxes), which result
lrom assessments made by the Municipality on nongovemmental entities, including individuals.
other than assessments on exchange transactions, receivables are generally recordeJin the period
when an enforceable legal claim has arisen. Property taxes are gen€rally recorded as revenues
(net ofamounts considered not collectible) in the period when resources are required to be used
or the first period that the use ofthe resources is permifted.

Govemment-mandated nonexchange transactions (such as grants and contributions) result when
a govemment at one level (such as the federal or srate govemmen0 provides resources to the
Municipality and the provider govemment requires the Municipality to use those resources for a
specific purpose or purposes established in the provider,s enabling legislation. In these type of
transactions. receivables and generally recorded when all eligibility requir;ments
imposed by the provider have been met. For the majority of grants, rhe Municip;liry must
expend resources on the specific purpose or project before the provider.eimburses a;y amounts.
Revenue is, therefore, generally recognized as qualifi,ing reimbursable expenditures are incurred.

Voluntary nonexchange transactions (such as donations and ce(ain $ants and entitlements)
result lrom legislative or contractual agreements, other than exchanges, willingly entered into by
h-!o or more parties. In these types of transactions, receivables and revenues are genemll,
accounted for in the same manner as govemment-mandated nonexchange transactions discussed
above. Events that are neither exchange nor nonexchange transactions are recorded when it is
probable that a loss has been incurred and the amount of loss is reasonably estimable. Receipts
olany ry-pe olre\,enue sources collected in adrance for use in rhe follouing period are recorded
as deferred revenues.

According to GASB No. 14, all general capital assets and the unmatu.ed long-te.m liabilities are
.ecorded only in the accompanying statement ofnet assets. The measurement focus and the basis
ofaccounting used in the accompanying GWFS differ significantly from the measurement focus
and basis of accounting used in the preparation ofthe accompanying GFFS. Therefore, the
accompanying GFFS include reconciliations, as detailed in the accompanying table ofcontents,
to better identiry the relarionship behleen the GWFS and the CFFS_

Governqrentaf lund fitrancial statements - The accompanying GFFS are reported using the
current financial resources measurement focus and the modified accnlal 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 !o pay liabilities of the current year. For this purpose! the Municipality
considers most revenues to be available ifcoilected within 90 days after June 10,2010, except
for prop€rty ta\es for rvhich the availabilitv period is 60 days. Revenue sources not meeting this
availability criterion or collected in advance are recorded as deferred revenues at June J0. 2010.
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The principal revenue sources considered susceptible to accrual include property taxes,
municipal license taxes, sales (axes, intergovemmeotal grants and contributions and interest
income. These principal revenue sources meet both measrirability and availability criteria in the
accompanying GFFS, except for amounts recorded as deferred revenues.

In a manner similar to ihe GWFS, but subject to and limited by the availability crileria discussed
abo.re, all revenues, expenses, gainst losses, assets and liabiiities resulting irom exchange and
exchange-like^ tmnsactions are also generally recorded rvhen the exihange takes 

-place.

Accordingly, fees lor licenses and permits, charges for services and miscellaneo'us revenues are
recorded as revenues when collected because they are generally not measurable until actually
received.

All revenues, expenses, gains, losses and assets resulting lrom nonexchange kansactions are
recorded in a similar manner to the CWFS, using the previously discussed c-riteria set forth by
GASB No. l3 for nonexchange transadions, but subjeci to and limited by the availabiliry criteria
discussed above. Accordingly, property tax and municipal license Lr receivables are also
generally recorded in the fiscal year when an enforceable legal claim has arisen while propeny
tax and municipal license tax revenues (net of amounts considered not co,lectible) are also
generally recorded in the fiscal year when resources are required to be used or the first fiscal year
that the use ofthe resources is permitted.

Receivables and revenues from lederal and state grants and contributions, donations and
entitlements are also generally recorded when all ;ligibjlity requirements imposed by the
provider have been met (generally. as qualirying reimbur.able eipenditures are incurred).

Interest income is recorded when eamed only if collected within 90 days after year_end since
these would be considered both measurable and available.

As previously discussed the Municipaliry adopted the provisions ofGASB Interpretation No.6,
\)cognition and Measurement ol Certain Liabilities and Expenditare: in Goy;rnnental Fund
Financial Statements (GASBI No. 6), which modifies thi recognition criteria for certain
expenditures and liabilities reported under the modified accrual basis of accounting and clarifies
a number ofsituafions in which the Mr:nicipality should distinguish between gove-mmental fund
liabilities and general long-term liabilities.

Pursuant to the provisions of CASBI No. 6, expenditures and related liabilities are generally
recorded in the accompanying govemmental fund financial statements in the accounting period
in which the liability is ircurred, as under lhe accrual basis ofaccounting, but only to the extent
that they are normally expected to be liquidated with expendable financiairesorr.ces.

Modifications to the accrual basis ofaccounting in accordance with CASBI No. 6 include:

. Employees' accumulated vacation, sick leave and compensatory time (compensated
absences) is recorded as expenditure when consumed. The amount oi the unpaid
compensated absences has been reported only in the accompanying statements ofnet assets.

i1
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Principal and interest on bonds and notes payable are recorded when they malure (when
paJment is due), except for principal and interest due in Jul] I ofthe following fiscalyear,
which are recorded when resources are available in the debt senice fund genejly June :0).

Obligations under capital leases, amounts subject to claims and judgments under litigation
and other long-t€rm obligations are recorded only when they matuie (ivhen payment is due).

Accounts payable and accrued liabiliries not expected ro be liquidated \,ith availabte and
expendable financial resources are recorded in fte accompanying statement ofnet assets but
not in the govemmental filnds.

Executory purchase orders and contracts arc recorded as a reservation of lind balance in the
GFFS.

Liabilities outside the bounds ofthese exceptions or modifications are reported as govemmental
fund Iiabilities rvhen incurred (including salaries, professional services, supplies. 

"utilities, 
etc.l

since these liabilities normally are paid in a timely manner and in full from curent financial

The measurement focus of th€ GFFS is on decreases in net financial resources (expenditures)
rather than €xpenses. Most expenditures are measurable and are re€orded when the related
govemmental fund liability is incured. Allocaiion of costs! such as depreciation and
amorrization, are recorded in the accompan) ing lratement ofactivities, but are nor recorded in the
accompanying GFFS.

Under the financial reporting model established by GASB No. 34, all general capital assets and
the unmatured long-term liabilities (d€termined using the modified accrual basis of accounting)
are no ionger reported in account groups within the govemmental fund balance sheet but aie
incorporated into the accompanying statem€nt ofnet assets.

t Stet'anlship, Compliance and Accountdbiti,)

Budeetarv Control

According to the Autonomous Municipalities Act of lhe Commonwealth of puertc Rico, the
Mayor and its Administrative Cabinet prepare annual budgets each fiscal year for the
Municipality's general fund and debt service fund. Such legally adopted budgets are based on
expected expenditures by program and estimated resources by source for both finds. The annual
budgets are developed using elements ol performance-based program budgeting and zero,based
budgeting, and include estinrates ofrevenues and other resouries ior the eniringiscal year under
laws and regulations existing at the time th€ budget is prepared.

The Mayor must submit an annual budgetary resolution project (the project) to the Commissioner
of Munic,pal Affairs of Puerto Rico (the Commissione4 and the Municipal Legislature no later
than each Mal I0 and May 15, respectively. The Commissioner preliminary verifies that the
Projecl 

_complies with all the applicable laws and regulations and may provide comments and
suggestions to the Mayor on or before each June I3.
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The Municipal Legislature has l0 business days, up to June 13, to discuss and approve the
P.oject with modifications. The Municipal Legislature may amend the bu{igets submitted by the
Mayor but may not increase any items so far to cause a deficit rv;thout imposing ta_\es o.
identi&ing other sources of revenue to cover such deficit. After the Municipal Legislature
modifies and preliminarily approves the projecl, the modified project is sent baci to the Mayor
for his approval or rejection within 6 days. The Mayor may decrease o. eliminate any line iiem
but may not inrrease or insert any nerv line item in the budgets_ The Mayor may also veto the
budgets in their enrirety and retum it to the Municipal Legislature with ;is obj;ctions. If the
Mayor rejecls the Project, the Municipal Legislature will have up ro g days lo ad;pt or retject the
recommendations or objections ofthe Mayor. The approve{, project is sent again to the_Mayor,
uhich rhen uould hate l dals lo.ign and appro\e it.

If the budgets are not adopted prior to the end of the deadlines referred to above. the annual
budgeh for the preceding fiscal year, as approred by the Legrslarure and the Mayor, are
automalically renewed for the ensuing fiscal year until the Municipal Legislature and thi Mayor
approve new budgets. This permits the Municipalify to continue making payments for its
operations and other purposes unail the new budgets are approved.

The annual budgets may be updated for any estimate revisions as wellas year-end encumbrances
and may include any addilional information requested by the Municipal Legislature. The Mayor
may request subsequent amendments to the approved budgets, rvhich are s;bjec! to 1he approval
of the Municipal Legislature.

The Municipality's Department of Finance and Budget has the responsibility to ensurc that
budgetary spending control is maintained_ For day-to-day management contiol, expenditures
plus encumbrances may not exceed budgeted amounts at the expenditure-type level of each cost
center (activity within a program within a fund). The Mayor may transfer unencumbered
appropriations within programs withio funds. The Municipal Legislalure may transfer amounts
among programs within and among funds.

The legal level ofbudgetary control (i.e., th€ level at rvhich expenditures may not legally exceed
appropriation) is at th€ functions/program level (general govemment, uiban ani economic
development, public safety, health and sanitation, culture, recreation and €ducation, and public
housing and welfare) within a fund.

Under the laws and .egulations of the Commonwealth, the appropriations made for any fiscal
year shall not exceed the total revenue, including available surplus, estimated for said fiscal year
unless the imposition oftaxes sufficient to cover said appropriations is provided.

Budgetarv Accountine

The Municipality's annual budgets are prepared under the budgetary (statutory) basis of
accountin& which is not in accordance with GAAP.

According to the budgetary basis of accounting, revenue is generally recorded when cash is
received. Short-term and long{erm borrowings may be used to finance budgetary excess of
expenditures over revenues.
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The Municipality uses encumbrance accounring to record the full amount of purchase orders,

::,1,]1:,:::1,"1k, ":Tmirmenrs 
ofappropriared resources a5 deducrions from r'he appropriarion

pflor ro adual e\pend,ture. ln rhe go!emmenlal funds. encumbrance accounting is i significant
aspect ofbudgetary conlrol. Accordingly, expenditures are generally recordeJ ihen the related
expenditure is incurred or encumbered. Available appropriations and encumbrances are
established to lapse one year after the end ofthe fiscal year. imounts required to settle claims
and judgments against the Municipalit), and^certain other liabiliries, are not recognized until they
are encumbered or otherwise processed for palment. Unencumbered app-ropriations ani
encumbrances lapse at year-end. Other appropriations. mainly capiral projects appropriations,
are continuing accounts for which lh€ Municipal Legislature has authorized that an unspent
balance lrom the prioryear be carried forward an<l madJ available for current spending.

The accompanying budgetary comparison schedule provides information about the general firnd,s
original budget, the amendments made to such budget, and the actual geneml fund,s results of
operations under the budgetary basis of accounting for the fiscal yeai ended June 30, 2010.
Further details ofthe Municipality,s budgetary control at the legat lev;l may be obtained liom the
Budg€tary Liquidation Report for the fiscal )ear ended June Jb, 2010, which is prepared by the
Municipality's Department of Finance and Budget. Copies of that report may be obtainei by
lrriting lo the \y'unicipaliD-. Director of Finance.

Accounting principles applied for purposes of developing data on a budgetary basis differ
signifrcantly from those used to present the govemmentaifund financial statern'ents in confo.mity
with GAAP. Accordingly, the accompanying budgetary comparison schedule is accompanied by
a reconciliation ofthe differences between the budgetary basis and GAAP actual amornts.

The-Municipality does not legally adopt budgets for the state Iegislative j oint resolutions capital
fund. The financial resources r€ceived by these funds are not subject to budgeting by the
Municipality since the resources received each )ear from the respectile g.rntors ,aiies fiom year
to year, and the respective amounts are granted at their discretion.

g) Unrestricted ond Restticted Deposits

The Municipality's deposits are composed of cash on hand and demand deposits in: (l)
commercial banks, and (2) the Govemmenr Development Bank for puerto Rico (CDB), a
gov€mmental bank and a major component unit of the Commonwealth, who is statutorily
designaled as fiscal agent of the Municipality, and (3) Municipal Revenue Collection Center
(CRIM), in spanish acronym, a govemmenlal entity responsible for the imposition and collection
of property taxes on behalfofall municipalities olpuerto Rico.

The Municipality follows the practice ofpooling cash. The balance in the pooled cash account is
available to meet current operating requirements. Under the laws and regulations of the
Commonweallh, public funds deposited by the Municipality in commercial banks must be fully
collareralized for the amounts deposited in excess of the federal depository insurance genera y
provided by the Federal Deposits Insurance Corpomtion (FDIC). All securities plidged as
collateral are held by agents designated by the Secretary of the Treasury ofthe Commonwealth,
but not in the Municipality's name.

j.1
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Cash with fiscal agent in the debt seflice firnds consists of property tax and sales tax collectionsarnounting ro $5,49j,196. which are reslricred for rhe paymenr ifttie Ur,ri"iprf,ry,s A.Ut."*i"",
as required bv law. Cash in llqcat a"ent,recorded in the nonmajor go*-..rirrt irna, urornringlo $6.892.089. uhich is reslricled #: r l1rhe acquisirion. -ri,r"',1"" ". 

irrL*"menl ot major
capital assets and t2) the operalions o[federalanj.rrr. funa.a p,ofur". ' "

Restricted cash in commercial banks for the Head Start fund, the Ceneral fund and the Othergovemmental funds, amounting to $1,666,7g1, $142,J25 and $6,148,423 respe(ively, restrictedto: (l) finance the opemtions ofthe Head Sta( program, (_2) finance the opJrarions ofall other
f€deml_and (ate funded programs recorded jn the deneral fund ,nJ ,orniu.lo... rp""iut ."r"ru"
funds, (3) finance the acquisition, construction and improvement ofmaj".l"pi'rri **t..

h) Unresticled afid Restficred Accounls and Notes Receivable

In the accompanying GwFs, receivabres consist ofalr revenues eamed but not corlected at June30,2010. Major receivable balances for the govemmental activities include municipal license
taxes, property taxes, sales taxes and intergovemmental receivables.

Tax receivables in the general lund represent uncollected property taxes and sales laxes.
Restricted tax receivables in the d€bt service filnd consist of uncollecied property taxes, which
are restricted for the payment ofthe Municipality.s debt service. as established Ly law.

Intergovemmental receivables are composed of amounts owed to the Municipality for
reimbursement ofexpenditures incurred pursuant to federal and state funded progmms (recorded
in the special revenue firnds and the other govemmental funds).

The accounts receivable are stated net ofestimated allowances for uncollectible accounts, which
are determined, based upon past collection experience, historical trends, current economic
conditions and the periodic aging ofaccounts receivable.

Activities 
^among 

funds that are representative of lending/bonowing arrangements outstanding at
the end of the fiscal year are referred to as either ..dui to/from 

-other 
finds,, (i.e. the current

portion of interfund loans) or ..advances to/from other lirnds,, (i.e., the non_cu;ent portion of
int€rfund loanr. All other oulstanding balances between funds are reported as ..due tolfiom other
funds." Advances between funds, as reported in the GFFS, are offs;t by a fund balance reserve
account in applicable govemmental firnds to indicate that they are noi aiailable for appropriation
and are not expendable available financial resources.

i) Capitol Assets

Capital assets used in govemmental activities include land and land improvements, buildings,
structures and building improvements, machinery and equipment, fumiture and fixtures. Iicensed
vehicles, constnrction in proBress, and infrastructure. These assets are capitalized and reported in
the accompanying statement ofnet assets. Infrastructure assets are generally stationary in nature
and include roads, bridges, streets and sidewalks, drainage systems a-nd othei similar assets.

For financial reporting purposes, the Municipality defines capital assets as assets with an
individual cost of $500 or more at the date of acquisition or consmrction, and with usefur rives

l5
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extending beyond one year. All assets with individual costs under g500 or with useful lives not
exceeding one year, are charged directly to expense in the accompanying statement ofacti\riries.
ln the govemmental funds, all capital assets are recorded as capital oulays (expenditures).

In the statement of net assets, all capital assets are recorded at cost, except for donated capital
assets, which are recorded at their estimated fair value at the date ofdonation.

Estimated historical cost ifactual cosr was ulavailable based on deflated current costs were used
to value a significant portion ofthe infrastructure 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 ofce ain items for which their historical cost documentation was not available. Acfual
historical costs were used to value lhe infrastructure, Iand, building, structures, building
improvements, construction in progress, machinery and equipmenl and licensed vehicles
constructed or acquired during or after the year ended June 30, 2003.

Major outlays for capital assets and improvements are capitalized in the statement of net assels as
projects are constructed. The costs of normal maintenance and repaiE 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
onder capital leases, which is depreciated over the shorter of its estimated useful life or the lease
term. The estimated useful lives ofmajor capital asset categories are:

Buildings, structures and building improvements

ln frastructure

Licensed vehicles

Fumiture, fixtures and work ofarts
Machinery, equipment and computers

Years

l5 to 40

l5 to 40

5

5tol0
3rol0

Depreciation and amortization expense on capital assets are recorded as direct exp€nses of the
function/program specifically identified with the asset- Depreciation and amortization of
infrastructure is not allocated to various functions/programs but reported as direct expenses of
the public works function.

j) DeIe ed Retenues

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

. Potential revenue does not meet both the "measurable" and "available" criteria tbr revenue
recognition in the current period. As previously discussed, available is defined as due (or
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past due) at June 30, and collected wirhin 90 days (60 days for property taxes) rhereafter to
pay obligations due at June i0, or;

. The Municipality receives resources before it has a legal claim to them. In subsequent
periods, when the revenue recognilion criterion js net. the liability for deferred relenue is
removed and revenue is recognized.

Deferred revenues at the govemment-wide level
re<ources before il has a legal claim to lhem.

only when the Municipality receives

Long-term Debl

The long-term liabilities reported in the accompanying statements of net assets include the
Municipality's bonds, notes, obligation under capital leases, compensated absences, estimated for
landfill closure and postclosure care costs and legal claims andjudgments_

arise

*) ConpehsatedAbsences

Compensated absences are accounted for under the provisions of Statement No. 16, Acco n,ing
fot Compensated Absences, issued by CASB (GASB No. 16). Compensated absences include
paid time off made available to employees in connection with vacation, sick leave and
compensatory time. The liability for compensat€d absences recorded in the accompanying
statement of net assets is limited to leave that: (l) is attributable to services alreadv rendered on
or before June 30,2010 and (2) is nor contingent on a specific event (such as illness) that is
outside the control of the Municipality and rhe emplolee. The tiabiliry for compensated
absences includes salary-related costs, which are directly and incrementally related to the amoun!
of salary paid to the employee (such as employer's share of socjal security taxes and medicare
ta-\es).

The vacation policy ofthe Municip"lity is established by law and provid€s for the accumulation
of regular vacations at a rate of2.5 days per month (30 days per year) per employee. Employees
accumulate regular sick leave at a rate of L5 days per month (18 days per year). Employees
accumulate compensatory time at a rate of 1.5 times the overtime worked. All vacation and sick
leave days accumulated by employees in excess of30 days and 90 days, respectively, are paid to
employees each year, ifnot consumed, as required by law. In the case of compensatory time, the
excess of240 hours is paid to employees each year, ifnot consumed.

Upon termination of employment, an employee receives compensation for all accumulated
unpaid regular vacation leave at the current rate. In the case of regular sick leave, if the
employee terminates his or her employment with the Municipality before reaching 10 years of
servic€s, such regular sick leave is not paid to the employee, ifnot consumed. Upon termination
of employment, an employee does not receive compensation for compensatory time, if not
consumed. After l0 y€ars ofservices, any regular sick leave balance is paid to the employee.
Accumulated vacation time is fully vested to the employee at any time.

The liability for compensated absences is reported in the statement of net assets. A liability for
compensated absences is reported in the CFFS only ifthey have matured, for example, as a result
of emplolee relignalions and reliremenls.

)7
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All long{erm debt to be repaid from govemmental resources is reported as liabilities in the
accompanying statement ofnet assets. Principal and interest payments on bonds due in July I of
the following fiscal year arc recorded as fund liabilities in the GFFS when resources are available
in the debt service fund (generally at June 30). In the CFFS, the face amount ofdebt issued is
reported as other financing sources when issued.

In the CWFS debt issuance costs are reported as deferred charges and are amortized under the
straight-line method over the life of the debt while in the CFFS such costs are recognized as
expenditures during the current period.

m) Accounlingfor Pension Costs

For the purpose of applying the requirements of GASB Staternent No. 27, Accounting for
Pensions by State and Local Govemment Employers (CASB No.27), the Commonwealth of
Puerto Rico is considered to be th€ sponsor of the Employees, Retirement System of the
Govemment ofPuerto Rico and Its Instrumeotalities (ERS) and System 2000, the two retirement
systems in which the employees ofthe Municipality parricipate. Accordingly, the Municipality
is considered a participant and not a sponsor ofthese retirement systems since the majoriry ;fthe
participants in the aforementioned pension trust funds are part ofthe financial reporting entity of
the Commonwealth. Accordingly, no porrion ofthe net pension obligation (NpO) related to ERS
has been allocated to the Municipalify in the accompanying basic financial statements. The basic
financial statements of the Commonwealth account for the total amount of the oet pension
obligation olERS, including any amount that may be allocated to the Municipality.

According to GASB No. 27, the Municipality accounts for pension cosrs from the standpoint ofa
participant in a multiple-employer cosrsharing plan. Accordingly, pension costs recognized in
the accompanying basic financial statements are equal to the statutorily required contributions,
with a liability recorded for any unpaid required contributions.

n) Ri t Managernenl

The Municipality carries commercial insurance covering casualty, theli, tort claims and other
losses. Insurance policies are negotiated by the Puerto Rico Treasury Department (the Treasury
Department) on behalfofall 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 carries insurance coverage for death and bodily injuries caused by automobile
accidents- This insurance is obtained through the Automobile Accidents Compensation
Administration C'ACAA", by its Spanish acronym), a discretely component unit of rhe
Commonwealth. This insurance is compulsory for all licensed vehicles osed on public roads and
highways in Puerto Rico. The annual premium is $35 per licensed motor vehicle, which is paid
directly to ACAA.

The Municipality obtains workers'compensation insurance coverage through the State Insurance
Fund CoqDmtion C'CFSE" by its Spanish acronym), a component unit of th€ Commonwealth.

l8
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This insurance covers rvorkers against injuries, disability or death because of wo.k or
employment-related accidents, or because of illness suffered as a consequence of their
employment. Workers' compensation insumnce premiums are also paid through monthly
deductions made by CRIM from the Municipality's gross property tax collections.

The Municipality obtains unemployment compensation, non-occupational disability, and drivers,
insurance coverage for its employees through various insurance programs administered by the
Commonrvealth's Department of Labor and Human Resources (PRDOL). These insurance
programs cover workers against unemployment and provide supplementary insura cc rjoverage
for tempomry disability, or death because ofwork or employmenFrelated accidents or because of
illness suffered as a consequence of their employment. Unemployment compensation, non-
occupational disability and drivers' insurance premiums are paid directly to PRDOL on a
quarterly basis.

The Municipalit 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 insurance coverage.

o) Reservations of Fund Balances

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

Debl Senice - Reprcsent fund balances available to finance future debt service payments.

Capilal Projecls - Represeot the reservation of amounts to be used for future expenditures
for capital projects under contracts and other commitments. These committed amounts
generally will become liabilities in future periods as the projects are completed.

. Olhe. Specilied PurpoJer - Represent resources set aside for use in federal and state grant
programs accounted for in the special revenue funds.

. Encurfibrances Represent fufure expenditures under purchase orders, contracts and other
commitments. These committed amounts represent reservations of unexpired appropriations
and generally will become liabilities in future periods as the goods or services are received.

p) hterfund Acliviries

Permanent reallocations of.esources among the Municipality's funds are classified as interfund
lransfers. The Municipality has the following types of activities recorded among funds in the
accompanying GFFS:

. Opetuling Trunsfen - ReTesent legally required transfers that are reported when
as "operating transfers-in" by the recipient fund and as "operating transfer-ouf'
disbursing fund.

incurred
by the
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. Inlru-enliv Actit'ilies - Represent transfers among funds that are reported as interfund
transfers wilh receivables and payables presented as amounts due to and due from other
funds.

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

In the GFFS, interfund activiry has not been eliminated, as permined by CAAp.

Use of Estirrrates

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 ofassets and liabilit;es and the disclosure ofcontingent assets and liabilities at the date
of the basic financial statements, and the reported amounts of revenue and expenses during the
repo(ing period. Actual results could differ from those estimates.

Mu icipal Solid Waste Landfitl Closurc and Postclosurc Care Costs

Municipal solid waste landfill closure aod postclosure care costs are accounted for under the
provisions of Slatement No. 18, Accounting for Municipal Solid Wa e Landlll Closure and
Postclosure Care Costs, issued by GASB (GASB No. 18).

The estimated liability for municipal solid waste landfill closure and postclosure care costs
(including monitoring and maintenance) includes an estimate ofall costs to be incurred near or
after the close of the Municipality's solid waste landfill. In the govemment-wide statement of
net assets, this liability is recognized under the accrual basis ofaccounting over the useful life of
the landfill, even though such costs w;ll only be incurred near ofafter the close ofthe landfill.

The estimates ofclosing and postclosing costs includei (1) the cost ofequipment and/or facilities
that will be acquired near the time the landfill stops accepting waste or after for the purposes of
postclosure care and monitoring, (2) the cost of applying the final cover and (3) the cost of
postclosure maintenance and moniloring, These cost eslimates are made using cuftent costs
(costs that would be incurred if these services would have been obtained during the current
period) allocated in the accompanying statement of net assets based on the laodfill capacity used
through June 30, 2010. The liability is adjusted annually to reflect the effects of inflation,
advances in technology, changes in regulations or similar changes.

Any changes in the estimated total current costs that occur before the la[dfill stops accepting
solid $aste are reported in the period of the chang€s, and an adjustment is msde to the
calculation, which is accounted for prospectively as a change in accounting estjmate. On the
other hand, the accounting for a horizontal expansion ofthe landfill has no effect in the factors
used to calculate ihe accrued liability for the closure and postclosure costs ofthe original landfill.
ln this case, a separale calculation of the closure and postclosure care costs for the expanded
portion ofthe landfill is made for each fiflancial repo(ing period.

Changes in the estimated total current costs for landfill closure and postclosure care costs may
also occur after the date that the landfill stops accepting solid wasle. These changes may include

n

10



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OT GUAYAMA

NoTES To FINANCIAL STATE[IENTs
JuNE.30,20t0

changes due to inflation (or deflation), changes in technology, changes in closure and postclosure
care requirements, conections oferrors in estimation, and changes in the extent ofenvironmental
remedialion that is required. Changes in these estimates would be reported in the period in
which the change is probable and reasonably estimable.

In the GFFS, municipal solid waste landfill closure and poslclosure care costs are recorded in the
accounting period in rvhich they are doe (when they mature) under the modified accrual basis of
accounting.

2. DEPOSITS

The Municipality maintains its deposits in various commercial banks located in puerto Rico an.i
GDB. Proceeds from bonds and funds related to certain gmnt awards are required by law to be held
with GDB.

The balances deposited in commercial banks are insured by the Federal Deposit Iosurance
Corporation (FDIC), generally up to a maximum of $250,000 per depositor. Under the laws and
regulations of the Commonwealth, public funds deposited in commercial banks must be fully
collateralized for the amounts deposited in excess ofthe federal depository insurance. All securitiei
pledged as collateral are held, in the Municipality's name, by the agents of the Commonwealth,s
Secretary ofTreasury. Deposits with GDB are uninsured and uncollateralized. However, no losses
related to defauhs by GDB on deposit transactions have been incufted by the Municipality through
June 30, 2010.

Cash and cash equivalents as ofJune 10, 2010, are classified in the accompanyi.g financial statement
as follows:

Ceneml Head
tund St,rt

D€bt Olher Totat
senic€ govemmental govemmetrrat
turd tuods turds

Urrcstricted:
Cash in comrnercial banks

Tdal unrestricted deposits

Restricted:
Cash in comrnercbl bank!

Cash in GDB, as fiscalasent
Total reshicted deposirs

$ 3,$q406
1.819,106

342325 1,666;181

$ 3,839,406

3.839,106

8t4s75296,4.18..r23

- 5.4qJ.1.! 6.8c2.689 12,385,885

t,66tr8t 5A93.1% 13,34t,112 2O,U3lt4

rotarcarrybg amounr of d.p.. . _!llq!!L _]@l!L _ller.lE ____]M]]lll _$- r4,6sr,8r0

Pursuant to the Statement of lnvestment Cuidelines for the Govemment of the Commonwealth of
Puerto Rico, the Municipality may invest in obligations of the Commonwealth, obligations of the
United States ofAmerica, certificates ofdeposit, commercial paper, bankers. acceptances, or in pools
ofobligations ofthe municipalities ofPuerto Rico, which are manage by GDB.

.lt
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3. MUNICIPAL LICENSE TAXES

The Municipality is authorized by Law No. I lj ofJuly 10, 1974, as amended to impose and collect
municipal license laxes on all trade or business activities operated by any natural or legal p€rson
within the territorial area of Guayama. Ttis is a self-assessed tax generally based on the business
volume measured by gross sales. The Municipality establishes the applicable tax rates. At June J0,
20l0,themunicipaltaxratesimposedbylheMunicipalitywerel_50%forfinancinginstirr(ionsand
0.50% for other types of taxpayers. Any tarpayers that have been granted with partial tax
exemptions under any ofthe inc€ntive tax laws of the Commonweahh ultimately pay municipal
license ta\es at reduced tax rates, generally between 60% and 90% under standard rates.

Each taxpayer must asses his4rer corresponding municipal license tax by declaring his/her volume of
business through a ta\ 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 ofg3 million or more must
include audited financial statements with their tax retums. The ta,\ can be paid by the taxpayer in
two equal installments due on July 15 and January 15, subsequent to the filing of the declaration_
The first installment of the tax covers the six-month period ended December I l, subsequent to the
filing date of the declamtion, while the second installment of the tax covers the six-month period
ended June 30 ofth€ subsequent calendar year. Ifa taxpayer elects to pay the tax in Iill on the filing
date of the declaration (generally April l5), a 5% discount is granted automarically on the total tax
amount due.

Any municipal license taxes collected in advance (that is, pertaining to a future period) are recorded
as deferred revenues. Deferred municipal license tax revenues reconded in the accompanying GWFS
and GFFS amounted to 56,917,747 atJllr],e30,20l0, which represents municipal licenses collected in
advance for the taxable year 2010-201 L

4. MI]NICIPAL SALES AND USE TAX

The State Public LawNo. llTofJuly 4,2006 establish a localsales and usetax of l.5oZ overthe sale
of goods and services made within the Municipalities boundaries. Under this Law, every business
doing retail sales is required to register in the Puerto Rico Treasury Department (PRTD) to obtain a
Retailer's Registration Certificate. The retailers are required to file monthly sales tax retums by the
20th day follolving the month in which the tax was collected.

On July 29,2007, the State Public Law No.80 establishes that the municipalities may collect only
l.0o% of its sales and use tax and the PRTD the other 0.5%. Resources collected would be use lor
construction, permanent improvements, health and public safety services, the improvements in the
management of solid waste disposal and the implementation of recycling programs by the
Municipality.

The tax collected by PRTD will be distributed to the municipalities in three separate funds: Municipal
Development Fund, Municipal Redemption Fund and Municipal lmprovements Fund. The Municipal
Development Fund rvill be based on 02% of the 0-5o collected but will be distributed within all
municipalities by formula based on total amounts collected, operational budgets and population_
Another 0.2% will be deposit on a Municipal Redemption Fund in the Covemmenl Development
Bank lor Puerto Rico (GDB) and use only for the repayment of future municipal loans to GDB. The
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other.o.l% will be deposit in a Municipal Improvements Fund in GDB and assigned by lhe State
Legislature for construction and permanent improvements projects to the municipalit_ies.

5. INTERIUND BALA-IICES

On July l, 2001, the Municipality adopted rhe provisions of StatementNo. 38, Certair. Findncial
Statement Note Disclosttes, issued by the Gowrnmentol Accounting Stanjldrds Bodrd. This
statement requires the disclosure of the flow of resources behveen funds and to assess the
collectibility ofinterlund balances. Interfund balances atJune 30,2010 consisted ofthe following:

Translers out:
Major tunds

Tramfers In:
Ge ne ral

tund

Head

start
tund

Debt Other Total
seryice goyemmental govemmental
fund funds turds

Major funds:

General fi.rnd

Head start fund

Debt service fund
Nonmajor funds:

Other govemmental fund

Total

$-
ts5273
28289

927)15

$l,l t0,877
569,569

15s273

28289

1,496,8U
569,569 1,680.,146

Due from:

Major tutrds

Due to:
Ge ne ral

tund

Head

start
tund

Debt Other Total
sertice govemmental govemmental
tund turds funds

Malx tunds:

Generalfund

Head start fund
Debt service fund

Nonma,ior funds:

Other govemmental fund

Total

At June 30,2010, all amounts
management,

196,988

_ __41_,6ee

$-
434,095

992,540

4,7| 4,71I
434,095

rJ8q528

_!!12q63i

due to among

1,828,314

funds are considered collectible by the Municipalit_v,s

1.1
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6. CAPITAL ASSf,TS

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

Coverunental aclivities

Co6l bas;:
Capilal assels, not being depreciaied/amonizd:

Land

Construclion in progress

Total capital asseb, noi being
deprcc ialed/amo.tized

Capil assets, being d€prechledamrtized:
Buildings,struclEs, and impovements
Inii?structu€ aod infmestrctur€ impmvemenlj
EquiDment

Licensed vehichs

Tolai capital ass€ts, beine

deprecialed/arDnized

Total c6r basb of capital assets

Less: accumulared deprecialion and amorfizalion:
Blildirgs,sttctures, and inprovemenE
Infmslructure and infEesrrrlcturc improv€menrs

Equipment

Licensed v€hicles

Total accmuhred deprcciarbn and
amdizalion

N€t capital assels

B.laDce at Batance a.
begi.tring of end of
tucal yerr Imrcases D.cEases rscrt y.rr

$41,871,8i1 $ - $ - $,'|,87t.85t
ll,020,l{6 l.qal.8lo {8.470-882r b i4s uun

_54.898297 t.9qj.61o { 8.470.88.2 r +8,42t:5t

41J70534 E.{70,882

13,632.821 2!137.74a

$4,361 69J85
259,059 2,W

7,4N
9t9,067

- 50241516
. 16,070.569

- t$3L446
- 13 t,868

- 7.400

- 919967
I,480.058 l8l.88l . I Mr oto

i9,6Jr,900 !!!32,905 - 70.864.805

_-.L.llll9.!s7 1U26.74r r8.470.8E2r q28o.05o

.+,604.116 1,r52.8r2

7.0{4J1O 52E_066

989203 l6i,Elt

- 5:756,94E
- 7,572.4M
- 1,t55,034

- 247,706
. 3JM
- 868.716

13J95

740

1244,94n 138,692 - 1;83.632

I4,q4-r,qq3 2.041.t5J - t6988 t!r,
$ 40585-204 ll.l8JJ86 (8.470.882, g t02jc/,qt0

Depreciation a.d amortizlion e\pense for $e fiscalyear ended June 30, 2010 rlas chargcd ro funcitons/programs as tolow:
Covennenlal activities

CenemlSovermenl

Cullur€ and recreation

Total deprcciarion and arDnjzrilon expense

2l.lJ I I
2-964

$ 188,0,{0

s2.wo
803J63

867.640

4I,E6O

90230

_$ 2!4t!ll_

845,099 239t7
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The Municipality did not have complete and accurate accounting records ofcapital assets at June
30, 2010. In addition, the infrastructure ass€ts recorded in the accompanying statement of net
assels are not supported adequately in the accounting records ofthe Municipality.

7. f,mployees' Retirement Systems

o) Pla Desctiption

The Municipality's employees participate in the Employees, Retirement System of the
Govemment of Puerto Rico and its Instrumentalities (ERS), a cost-sharing multi-employer (as
related to the Municipality's reporting entity) defined pension plan esrablished by the
Commonwealth. Substantially all full-time employees of the Commonwealth and substantially
all municipalities are covered by ERS under the terms of Public Act No . 447 ol May 15, 1951, as
amended (Act No. 447). All regular and temporary employees of the Municipality become plan
members ofERS at lhe date ofemployment, while it is optional for officers appointed.

ERS members, other than those joining it after March Jl, t990, are eligible for the benefits
described below:

Relircmen, Arrnui0t

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

Policemen and firement
50 with 25 years ofcredited service
58 with I0 years ofcredited service

Other employe€s:
55 with 25 years ofcredited service
58 with l0 years ofcredited service

ERS members are eligible for monthly benefit payments determined by the application ofthe
st,pulated benefit ratios to the m€mber's average compensation. Average compensation is
computed based on the highest 36 mooths of compensation recognized by ERS. The
annuity, for which a member is eligible, is limited to a minimum of g300 per month and a
maximum of75 percent ofthe avemge compensation.

Meril Annuit!

ERS members are eligible for merit annuity with a minimum of J0 years or more ofcredited
service. The annuity for which the plan member is eligible is limited to a minimum of 65
percent and a maximum of 75 percenl ofthe average compensation.

DeJerEd Rerire me nl A n n uio)

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

Coordinaled Plan

On the coordinated plan, by the time the employee reaches 65 years old and begins to recei!e
social security benefits, the pension benefits are reduced by the following;
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i. $ 165 per month, ilretired with 55 years ofage and 30 years ofcredited service
ii. a $ll0 per month, if retired with less rhan 55 years ofage and 30 years of

credited service
iii. Allother between $82 and $100 per month.
iv. Disability annuities under the coordinaled plan are also adjusted at age 65 and in

some cases can be reduced over $165 per month.

. Non-Cootdi.tatedPlan

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

Reye]/sionary Annuio)

An ERS member, upon retirement, could elect to receive a reduced retirement annuity giving
one or more benefit payments to his,/her dependents. The life annuity payments would start
after the death of the retiree for an amount not less than 9240 per year or greater than the
annuity payments being received by the retiree.

Occ ryalio n al Disl bil iry An n uity

A participating employee, who as a direct resuk ofthe performance ofhis,/her occupation is
totally and permanently disabled, is eligible for a disabil,ty annuity of 50 percent of the
compensation received at the time ofthe disability.

No r.occ upatio na I D isa b ilily An n uity

A participating employee, totally and permanently disabled for causes not related to hiyher
occupation and with no less than l0 years of credited se.vice, is eligible for an annuity of
i.50 percent ofthe average compensation ofthe first 20 years ofcredited services, increased
by 2 percent for every additional year ofcredited service in excess of20 years.

Death Be eJits

Occupntional:

(a) qurvivi[s spouse annuity equal to 50 percent ofthe participating emp]oyee,s salary at
the date ofthe death.

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

Nonoccupatio al:

Beneficiary the contributions and interest accumulated as of the date ofthe dealh plus an
amount equal to the annual compensation at the time ofthe death.
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Be^neficiary with surviving spouse age 60 or over and a child, lg or under, up to 30 percent
(60 percent, ifnot covered under Title II ofthe Social Security Act) (increased to 50 ;ercent
effective January l, 2004) of retiree's pension or otherwise the excess, if any, of the
accumulated contributions at the time of retirement over the total annuity benefits received
before death, limiled lo a minimum of$750.

RefuNb

A participatinS employee who ceases his/her employment with rhe Municipality rvithout the
right to a retirement annuity has the right to a refund of the contributions to ERS ph_rs any
interest eamed thereon.

Cost ofLiving Adjustmeftfor Perrsion Benelits

Public Act No. I0 ofMay 21, t992 (Act No. l0) provided for increases of3 percenr every
three o. more years of retirement. Act No. lO requires further legislation to grant this
increase every three years subject to the presentation of actuarial studies regardin; its costs
and the source of financing. To protect the financial health of ERS, the increai granted
during 2001 and the one gmnred on January 1,2004 are being financed by the Muniiipality
and the other participating employers.

To avoid any economic impact on ERS, the employers are responsible for contributing to
ERS the amounts to cover the benefit payments and the employer and employee
contributions with respect to the participants covered until the participants reach the normal
retirement age.

Amehdmenl to Acl No. 447 elfective January l, 2000 to crcate a Dertned Contribution

On September 24, 1999, Public Act No. 305, an amendment to Act No. 447, was enacted ro
establish a defined contribution plan, known x System 2000, to cover employees joining
ERS on or after January 1,2000.

Employees that parricipated in the original plan as of December 31. 1999. had the
opportunity to elect to either stay in the delined benefir plan or transfer ro S)stem 2000.
Employees that joined the Municipality on or after January l, 2000, were only allowed to
become members of System 2000.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under
this new plan, there is a pool of plan assets, which is invested by the System, together with
those ofthe costsharing multi-employer defined benefit plan. Neitheithe Com-monwealth
nor the Municipality guarantee benefits at relirement age. The annuity is based on a formula
which assumes that each fiscal year the employee's contribution (with a minimum of g.2g
perceflt ofthe employee's salary up to a maximum of l0 percent) is invested as instructed by
the employee in an account which either: (l) eams a fixed rate based on the two-year
Constant Maturity lreasury Notes, (2) eams a rate equal to 75 pe.cent of the retum of the
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ERS' investment portfolio (net ofmanagement fees), or(3) eams a combination of both
altematives. Participants receive periodic account statements similar to those of defined
contribution plans showing their accrued balances. Disability b€nefits are not granted under
System 2000, rather are provided to those participants that voluntarily elect to participate in a
private insurance long'term disability program. The employers, contributions (9.2g percent
of the employee's salary) with respect to employees under System 2000 will continue and
will be used to fund the coslsharing mrlti-employer defined benefir plan.

System 2000 reduced the retirement age from 65 years ro 60 for those employees whojoined
Ihe cunenr plan on or afier Januarl 1.2000.

Historically, rhe Commonwealth has reported ERS and Sysrem 2000 in its basic financial
statements as p€nsion trust funds. Accordingly, the Commonwealth is currently assuming
any actuarial deficiency that may exist or arise related to the Municipality,s participatini
employees because ERS does not allocate to the Municipality any actuarial deficiencies
pertaining to participating municipal employees. The Municipality is only required by law ro
make statutory contributions at the rates detailed below.

Amendrrrehts to Act No. 147

In June and July 2003, the Govemor of the Commonwealth signed three public Acts that
provided the following certain benefits to retirees:

(a) Increase in minimum monthly pension payments to $300, effective January 1,2004.
(b) Triennial 3 percent increase in all pnsions, effective January l, 2004.
(c) Increase in widow and/or beneficiaries to 50 percent of the benefit received by the

deceased pensioner, effective January l, 2004-

AII the benefits granted will be funded through budgetary assignments in the Municipality,s
geneml fund with respect to its retired employees.

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

b) Funding Policy

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

Municipality and other employers
Employees:

Coordination plan:

Supplementation plan:

9-28 percent ofapplicable payroll

5.78 p€rcent of gross salary up ro $6,600 per year,
plus 8.28 percent of gross salary in excess of
$6.600.
8.28 percent ofgross salary. This is the only choice
available ro police ofTiceri. firefiBhters and majors.
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8. LONG-TERM DEBT

The Municipality's Legislature is legally authorized ro determin€ the contmctinq of debts of the
Municipality. \erenheles5. lhe laws and regularions ofrhe Commonueallh also pr;rid.ih;;: 

- ' -

. Direct obligations ofrhe Municipalir) tevidenced principally by bonds and notes) are
backed by the full faift, credil and taxing power ofthe if_,tunicipality; and

. Direct obligations are not to be issued ifthe amount ofthe principal of, and interest on,
such bonds and notes (and on all such bonds and notes issued thereafier) which are
payable in any fiscal year, together with any amount paid by the Municiiality in the
preceding fiscal year on account of bonds or notes guamnteed by the Municipality,
exceed l0 perc€nt of the total assessed value of the property located within the
Municipality plus the balance ofthe ad valorem tares in the debt servjce fund. for bonds
payable to be repaid with the proceeds of property taxes restricted for debr service_

In addition' before any new bonds or notes are issued, the revenues ofthe 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 requirements. The geneml long_term debt activity for the year

ended June 30,2010 was as follows:

Bilance at BorrowiDgs palmetrrs Batatrce at Batance
JDm 30, JuD. J0. due wftbir

2009 (as rerrrt.d) addiiiotrr drductiotrs 20t0
Bonds payabk:

Public Imp.olements Bonds

Municipal Gen€El obligalion Boids
MuicipalC,eneral Obligation Notes

Special Obfsation Bonds

Special Oblisatbn Notes

Puerto Rico Trcasury Depanmentj

Pmperty tar adlances, as rcstated
CRIM:

LIMS
Law ta

Comp€nsated abB€nces

Est;mated liability for municiml solid waste
landfill closu.e and postclosue care cosis

Tolat

a) Boruls and Notes Payable

- 542,m0 162,t05 S 28,m0
- %5,m0 19395.000 r,035,000

7s5,000 65,m0 755,000 85,ffn

$ 904,105

20.360,000

65,0m

25.fit0 _ 20,0u0 205,000 25.000
1,475,0m - 185.1,00 llm o{r0 7ni.rn

2s,029,10s 755. n 1,777.ffn 24.$7.t05 1J78.000

56J69

125,t83

2,88/217 228,710

56-169

10:1,587 16E,642 ll0_$3
2,168 122.715 2,623

- 3,n2.927 1539,084

The Municipality issues general and special(public improvements) obligations bonds and notes
to provide for the acquisition and construction of major capital facilities-and equipment, as well

8Stq170 408,000 - E,n4:170
r,94O124 r6J36J59 $
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li; [,iJJ,iir'ilill, *'rating needs Bonds and notes pavable atJune ]0,2010 is composed or

Public Improve renr Bonds:
I99J s.rial bon&. o.iginalanDmt of$27.000_ dc m_annutprinciEl iroIaltrenls angiqg frcm $1.000 lo $2.000ipl6 inreesl due in amuat insraltnenb ar a rare of,t.soo/o ir,r""eh j"*".y 

,, ,0r0 
_ 

"_

lE 5 rerht bonds. uieinal amod of Sj50,0m, due in am@l pdncipol hslatrEnls anBiq8 trom 527.000 b$5i.105; plus iqteren d@ in amual inslallmnts ar a rar oa4.50./. rhru;gh Jaiuarr t, 2020Total public inprovemnt bonds

GeremlOblisalir BonGl
1998 serial bonG, originat amour of g825.0m. dL
s*.*,0**.,""ii"*1,,",,';;ffiHff"'"iffi";',X[ffiinsta&rcnIs€nsias rrcm $80000to

196 se.ial bonds. oriSbal mour of $5.t05.000. du
s',-,0, on" i"*,,'o* ,;;,;;;iil;ffi"[.i3ual lircipar 

insran?Ents mnsias ftom $210'000 !o
at mtes not to exceed 6.61010 thrcugn Jut 1,2020

1999 se.iat bonds, original amomt ot g4,J$,000. du(
s385,000i plus hte rcsldE in s".i,-*, 

'*.*",," "-:-"T:l 
prirriMl israltrenls 

'an8in8 
fton $l'lo{'rYr ro

'aIes rct to erceed 5.60010 rou8h Juty l, 202a

1999 se.ial bon&, o.iginat amouot of 91.840.0)0. d,F
srro.ooo, ,r," .i".,iJ;,'-*"iliffiffi:"T I "nauar Principar i*tannenrs mnsiis rrcm $220.000 ro

ales rct toexceed J_0tyo rtrouSh.,ut t.2017

2001 serial bonds. origi,lat anomt of 5705,000, cl@ in am@l piircipal iffratnenrs ranging from $20,000 to560,000: pls interesr due in semiannut insraltmnls ares no! to exceed 5_02% ttrou8h Ju, I, 2027

2m3 s.bl bonds, orulul amout of g2.450.m0 d,r b amual p.incipal iBral}renrs ranSnE arcm $65.0m Io$ l$,00q ph$ hre.esr due ia semiannual iBlaltrdnis nles mt !o exceed 5.02% rtrough Ju, l,2027

200| sdal bonds, digimt amorlt of $1.810.000, dE b annut pdmbat instaltrEnrs rang;n8 frcm g70.000 lo$l50.00oj pt6 iileresr d@ semirrnuat islattrents ales nor ro exceed 5.25% through Jul l. 202j

2005 
_rdal 

bondr, uieinat amount ot gt.8t0,000. due h a.nut principal insktrnents .angtig from $105,000 ro$ 170.000; plu iilercsr dre in semiamual iBlaltrenrs nrs ml lo exceed 4.71% rhrouSh Ju, l,2019

Ainomt

s 14000

14&r05

162.105

255,000

3.'165.000

1,615,000

2.115,000

605,000

2,100,000

1,,175,000

1.1J0,000
2005 serhl bonds, oriSiiat amod of $4.7.15.000. dE
sl,,,o,m, r,* i,"*.i"o,i r';;ffi;ffiffi.H in amual p'incipal i*rartrents mnsiae rrom $r2r'000 ro

l orat gemrat obljgarion hords 
ales ml 10 exceed J'02olo lhrcugh Jut l' 2029 d 195,000

19J95.000
Ceneral Obligarbn Nores:

2009 €eneal obli8ation nole, ortiaal arxjunt of $4t0,000, du€ in annual prinriEt hftlhrenls mngns trum545.000 to S70.000; p1$ intc.esr dLte in semAnnul iasraltmen6 raps no! !o erceed 7.50p/, rh.ou,I Ju& i,2016 {00.000
2010 AeneBI obtigalion .ole, orbinal amour of $355,000, dc in am@t princpal imratinenls nngns frcm$.{0.000 io $60,000t plus inreEsr due h semiamual tcraumenrs rales nor io erceed 7.50,0 lhrouSh July t, 20t6 155_000Tolal gcmtal ob[garion noles: 

--.ffi
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Special Obligarior Bon&:

#h:fi1H,::'# trfl:j,1 ffi,H;l:,,:.y:::m:r,-:s*nm is .ansins,rom $25.000 ro

sFchtoblicarnn No..\: 
rc\ *. roe!(red 5'000; rhrouPi 

'ult 
l' ?016

2i109 sp(cbt obkatjon notr. urisDa, amouxt or {1r.s.:,:ooo.ro,-ooo,,il'i",.'":lffiTH*i]iffi",;:"1;i::iJ,:,J,i.I,;,*:^,#;:fl:J;i]

Toial bon& and mtes payabh

Ihe Ceneral Obligation Bonds and rhe pr
tarorem properq ra.L of I 50oo *ti"t i'bli" 

lmproremenls Bond\ are
couemmenr beueropm*, r","0 .,'ij,il"'i,jl.,[::lnfi 

J"..oJ, 
*" 

".

205,000

5 2{.002,n5

payable from rhe ad
and retained by the

Ihe laws and regulations oftfie Commonr
consrirute a firsr claim or,;;;r;;;;',:1:-":]:l provide.rhar public debr orrhe Munic,palitv !ritl

;i:l;:j?f ",;:X':;I;m:*l,t'.,.* *fl i?:#"=ryfl?,?to,lii.!;| ;;;1,". ",;;
Inreresl rares on seriar bonds subiect ro va 

ut una inl'"'r oirt'ton;t 

";: 

#r:';ff;.:*bly
oaseo or rhe ucruation of cDB.s 

".,J[1,",r"::::':"::ietted 
periodica y b1 cDBandare

i:T:iI:Xf,A,"#;,f.?il:*;Un:l*:riii;-#'l i:"ffi llff lXl"lli'J,',11i[[
rndus,riarrrncen;iv;; 4;,;i;;;i,d'i:fi:,#11i}:"ii".r,;Iil,:Uy;1ffi.ilJil[tI:

Annual debt service requiremenh ofmaturiry for bonds and notes payable are as follows:

Year
ending

June 30,

20I I
20t2
2013

2014

2015

2016-2020

2nt-2025
2026-2030

Totals

PritrciDat

$ 1,37&000

I 479,000
1,576,W)

I,582,000

t,698,000

9,034105

J, r 05,000

2.I55.000

s 24.007. t 05

Inteiesl
$ 1,t25,385

1217,351

t,134148

t.u7,3tl
956259

3,246,535

t.t5 t,t28
246.049

$ I0.124.r69

Total
$ 2,503,385

2,696,35t

2,710,148

2,629,31q

2,654,259

t2280,640

62s6,128

2.401-M9

$ 34,t31.274
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b) P.open! TLx Advances

On October 2 7, I 994, the M un icipality entered ioto a fi nanc ing agreement to pay the debt re lated
to the excess of property tax advances over collections made by the Puerto Rico Treasury
Department. During the fiscal year ended on June 30, 2010 the debt was completely paid.

c) Noles Palable to CRIM

LII4q On 2001, the Municipality entered into a financing agreement with CRIM for the
payment ofthe Municipality's share ofthe cost ofan information management system, acquired
by CRIM on behalf ofall municipalities, for the management of a digital database of taxpayers
p.operties located in Puerto Rico. The face amount ofthe loan was $889,671. Itisdueinannual
principal installments ranging f.om $54,619 to 957,938; plus interest due in semiannual
installments al a rate of 5.95% through November 28,2011. At June 30,2010, rhe balance of
this note amounted to $168,842. The principaland interest maturities are as follorvs:

Year ending
June 30, Pritrcipal Inter€st Total

20ll $ 11090] $ 8,421 $ ll9,l24
1,724 s9,663

Total $ 168.842 _!_____.1_0,ui !___ll!pqi

!g!_42 On 2002, the Municipality entered into a financing agreement with CRIM for rhe
repayment of bonds issued for the sale ofdelinquent accounts. The face amount ofthe loan was
$118,029. 11 is due in semiannual principal installments ranging from $1,292 to $4,935: plus
interest due in semiannual installments at a -ate of 6.79oh through July l, 2032. AtJun€ 30,
2010, the balance ofthis note amounted to $122,7I5. The principal and interest maturities are as
follows:

Year ending
June 30, Pri[ciDal Itrter€st Total

20 $ 2,623 $ 7,s53 $ t0,176

2,788 2388 10,176

2,963 72t3 r0,r 76

3,t49 7,021 10,176

3,347 6,829 t0,r76
20,t66 30.7t4 50.880

27,349 23,531 50,880

37.091 13,789 50,880

23239 2201 2s,440

Total $ t2z1ts $ 106245 $ 228,960

201) 57.939

20t2
2013

20t4
201s

2016-2020

2021-2025

202G2030

203 t-203s
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d) CompensatedAbsences

At June 30, 2010, rhe Iiability for compensated absences is composed as follows:

Due lrithitr Due after
one )ear ooe year Total

Vacations

Sick leave

Compensatory time

Total

$ 71 1,873

497,044

330,t6',7

$t,53q084

$ 907,716

1,875,044

330,167

195,843

r378,000

$ 1,571,843 $ 3,112,92'l

9.

10.

e) LandJill Closure and Postclosure Cost

According to the regulations set forth by the U.S. Environment prolection Agency (EpA) in its
"Solid waste Disposal Facility Criteria.., issued on October 9, Iq9t, rhe Mun;ipaiity is required
to p_lace a final cover on the Municipality.s landfill site when it siops accepring waste, and to
perform certain maintenance and monitoring functions ar the site fo; .]0 ye;rs a-fter closure. In
accordance with CASB No. t8, the Municipality has ro perform a study ofihe activities that need
available space and ro comply with applicable state and federal regulations. The Municipality has
recorded an estimated liability of $E,924,jj0 in the accompanying GWFS, using estimated
curreot costs allocated. based on an esrimate of the actual landfill capicity used at June 30, 2010.
The portion of the estimated cuftent costs to be incurred in fuiure years is approximately
$E17,000. Actual costs may be different to the recorded estimated li;bility due to inflation,
changes-in technolory, or changes in Acts and regulations. At June 30, 2010 the Municipality has
not perform a study of the activiries that need to be implemenred at the Municipali!,s iolid
waste landfill facilities and has not adjusted an estimated liability in accordance with thai study.

SUBSEQUf,NT EVENTS

On. September 2,2010 the Municipality's executive branch approved Resolution Number 14,
authorizing the issuance of a Special Note in the amount oi $tZt,SOO, for the purchase oi
equipment. This bond is payable with resources collected through rhe Municipal i{edemption
Fund

FUTUR.E {)OPTION OF ACCOUNTING PRONOUNCf, MENTS

The GASB has issued the following accounting standard that have effective date after Jun€ j0.
2010:

.:. CASB Statement No. 54, Fund Balance Reporting and Covemmental Fund Type Definitions.
This statement changes the classification and terminology of fund balances and amends the
definitions of the different ry-pes of govemmental funds. This statem€nt is effective for
periods beginning after June 15,2010.

53



COMMONWEALTH OF PUERTO RICO
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The Municipality's management has concluded that the future adoption ofthis CASB Statement
will have a significant impact on the Municipality's basic financialstalements.

1I, RESTATEMf,NTS

During the current fiscal year, the Municipality revised its govemmental activities. which resulted
in the correction of an accouoting error. This enor consist princjpally in an adjustmeot of
$281,845, in the balance ofa debt with the State Department ofTreasury according tc the agency
confirmation

The following schedule reconciles the June 30,2009 net assets previously reported by the
Municipality to the beginning net assets, as restated in the accompanying statement ofactivities:

June 30,2009,
net assets,

as preYiously

rcported

$ 80,568,397

Gov€mment-wide
Restate me nt

$ 281,845 $

Jure 30, 2009,
net assets,

as iEstated

80,8sq2,+2
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COMMONWEALTH Of PUERTO RTCO
}IUNICIPALITY OF GUAYANTA

ScHEDULE o}.REvENUEs A;tD f,\PENDITTiREs- BUDGEI AND ACTUAL
BUDCf,TARY BASIS - cENE&{L FUND

JUN[ 30,2010

Actul Variarce
.muls wirh that

Budseted Amosrs (budgeiary budgel -
Ori8i@l Fbal basb) ov.r (unde.)

Prcperty laxes $6,19E:00 S6,t98200 S6,l98J0o g
Municipallicetue laxes 8,025,000 E025.000 7.633,8M (j9l,l%)
Consiruclion exbe raxes 728,000 728.000 277,540 iOrO,r*icharses for seNices 180,854 t80.854 142)20 OeiiliInre.sovemental sm,is and conrriboibre 2,722J95 1{7rl.3t 1,697,t36 tt.ioi,tiiInveshent eamings 29oj0o 290J00 105,144 irf:siiMilclhneo* 254.000 254,000 zaa,W ti,o93\

Total reven@s 18J9S,949 19,t49,8E5 162rr.05 t ff;Ei_

CeneElaowmmenl

Cuhure and re.reatbn
tlealth, santitaibn ad Wetf.e

Total experditues

Excei. of cvenoes overexpc.dirures

Erpla.rtion of Di&Enc.s:

E,t6tjlr 9219.1t2 7,tm.t76
2276286 2,108J15 t.999.1t4
3,479.792 1,03656s 1.E28J04
1.465,866 t,4259a5 tJ49.82t

298e236
to922l
208J61
76,t64

L615.474 2).$.4Aa 22t 1.437 a2.o5l
l8J9&949 tq,t49.E85 t6J84.S52 , :-EE_

s - ! _- _tu2q,q!u _J r2a,!au

Souft es/in[o* of En&ci.l EsouN€s:
AclualallliMts (tudge&.y b6sb) ,'ava able fn apprcD.iirbc,,

fom the bldAelary comp6rbon sch€dnte
Dilf€rcilces - bulAet basb roCAAp:

Net dec.e6e in rcceivabhs
Resources considered .ewnues for toaocial reportina

but noi lor budAerary purposes

Toral revenEs as rc@ned on the siaremenr ofrcrenues, exp€rdnues
ard chaoges in tiind bahnces - sovemmentat fmds

Us.3/outIoB of fi n.nciat rcsouNes:
Acr@l amunrs (budgera.y b6sis) .tolatcharges 

ro approprhlio.s,,
ftum the budsehry comparbd schedule

Differences - budaet basis to OAAP:
Nel incrcsse in payabtes

Nonb'dger exp€ndit@s
Prior year encumhances rectrded as c urenr year expenditur€s to GAAP basi!
Curentyea. encmbErces rccuded as ctmnr expendn@s ror audgerary basi,
Resomes consilered expendiues f6 budgehry bur are rcr expenses

te lEarcial cponbg purposes

OFraring tE6fercui to orher fuds
Toral erp.ndnues as reported o, lh€ sraremenr of rcwa@s. experdihjes

ard chanees in lind babnces - sovemmenral fmds

See accomponyina mies ro ihe budgelary comparbon schedute - aenemt fund.

s 22J5(097

t6299,05t

2,E10,606

3244,44O

$ t6J84.E52

2.686:454
3,013247

334563

t@75tE)
(300,000)

123933lt
133524J
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CONTNIONWEALTH OF PUERTO RICO
NIUNICIPALITY OF GUAYANIA

NoTEs To BUDGET.\RY Co]uPARISoN sCHEDULf,- Gf,NER{L FUND
FISCAL YEAR ENDED JUNE 30.2OIO

The lvlunhipality's annual budget is prepared under the budgetary basis of accounting, which is not in
accordance with GAAP.

Under the budgetary basis of accounting, revenues are generally recognized rvhen cash is received.
Short-term and long-term borrowings may be use to finince budgear! excess of expenditures over

Under the budgetary basis of accounting, lhe Municipality uses encumbrance accounting to record the
full amount ofpurchase orders, contracts and other commitments ofappropriated resources as deductions
lrom the.appropriation prior the actual expenditure. ln the governmeniil funds, encumbrances accounting
is.a significant aspect of budgetary control. Accordingly. expenditures are generally recorded when the
related expenditure is incurred or encumbered. nviilaUie upprop.iatio",ts anj encumbrances are
established to lapse one year after the end offiscal year. Amounts iiquired to settle claims andjudgments
against the Municipality, and certain other riabirities, are not recognized untir they are encumbered or
otherwise processed for payment. Unencumbered appropriationslnd encumbraices lap at year_end.
Other rppropriations. 

_mainly capilal projects appropriations, are continuing accounts fbr which the
Munrcrpar Legisrarure has authorized rhat an unspent barance from lhe prior yiar be carried forward and
made available for current spending.

The accompanying Budgetary comparison Schedure - General Fund, provides information about the
general fund's original budget, the amendmenls made to such budget, and the actual general fund,s
results ofoperations under the budgetary basis ofaccounting for the fiicaiyear ended June J0, 2009.

Exc€pt for the General Fund and the Debt Servic€ Fund, lhe Municipaliry legally does not adopt budgetsfor its major special revenues and capital projects funds. Accordingly, n"eitier accompanying basicfinancial statements, nor required supplementary information incluJes statements or revenues and
expenditures - budget and actual-budgelary basis, or budgetary comparison schedules, respectively, for
these major prograrns.
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NoTEs To BUDcf,TARY Co}IPARISoN scH[DULE- DEBT sERvICf, FUND
FISCAL YEAR ENDOD JUNE JO,20IO

Actual amounts

Budgetedamounts (budgetary

Ori8inal Final bask)

$3,699J 18 1,69,s t8 5217,7U

Varbnce with
fiial budget-

over (under)

$ rjr8266

Reve.ues:

Property taxes

Expe.diures:

Debt service:

Principal

Intercst

Reserva

Tolal expe nditu.es

r,06 t,6,t3

| 572,An

_____2,633,643

Reconcilirtion of dilft rEnces :

Sourcevinflows of fmancial resour€es:

Actual arnouts (bdgerary basb) 'hvaihbb for appropratbns',
from the budgetary comparbon sch€dule

Differences - hrdgetary basb to GAAP:
Resources consilered revenues for lmanchl reporring
but not for budgetary purposes

Differences in bases ofaccounting:
Net decrease in property tax receivable

Total revenues reported on the statement of revenue.
exp€nditures and changes in fund bahnces - governnental funds

Uses/ourflows of lmanc ial resources:

Actual amounts (budgetary b6sb) 'totat charges to appropriations',
from the budgetary comparison schedule

Differences - budgetary basis to GAAP:
Resourc€s considered expenses for fmancht repoding purposes but are not

expenditures for budgetary purposes

Differences in bases of accourti€,
Net decreas€ in matured bonds du€ and payable

Net increase in matwed interest due and payabb
Total expenditures reported on the statement ofrevenues.

expendihres and changes in fund bahnces - governmental furds

See accompanying notes to the budg€tary €ompadson schedule - debt service fund.

$ 52t7,7U

s2t594

(2llJ87)

$ s52',t.79t

s L$3,A3

286.t1s

(425,000)

(29,M7)

J.6qq5t8 l.o9s_5 t8 5217.7U t5t8J66

r,0r8,043 t,018,043

1,062.000 1,062.000

1st9,475 t,6t9l't5
$ 1,699,5 r8 $ J,69qJ t8

43,600

5 r0,000

( 1,619375)

s 0.065,875)

Excess ofrevenues over expenditures 
-:L__________: _$ _ - _!_?ls4Jgl_ _j__?l84JL!_
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

NoTEs To BUDGETARY ConIPARIsoN SCHEDULE_ DEBT sERyICE FUND
FISCAL YEAR Ei\Df,D JUNE.]O.20IO

An_anrrual budget has to be prepared under the budgetary basis ofaccounting, which is not in accordancervith CAAP for the Debt Service Fund. IInder the budgitary bari, ofu""orii;ng, i"u"nues are generaly
recognized when cash is received.

Property tax revenu€s are used by GDB for the payment of principal and interest of bonds issued by
them. Budgeted transfers out from the General Fund are made io finance budgetary rlebt requirements Jf
Operational Bonds paid though CRIN,l.

The accompanyin^g Budgetary comparison schedure - Debt service Fund, provides intbrmation about
the Debt service firnd's originar budget and the actoar resurts ofoperations under the b,dgetary basis of
accounting for the fiscal year ended June J0,2010.

Except for the General Fund and the Debt Servic€ Fund, the Municipality legally does not adopt budgets

P,]_l!l Tr:1 special revenues.and capirat projects funds. Accordingly, n-either accompanying basic
irnanctal slatemeols. nor required supplementary information include statements or revenues and
e\pendttures - budget and actual-budgetary basis, or budgetary comparison schedules, respectively, for
these major programs.
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CO}I]IIONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF EXPf,NDITURES OF FfDERAL AWARDS

FOR THE TISCAL YEAR ENDf,D JUNE 30.20IO

Federel Grantor/pass-through
Granto/Program or Cluster Title

Federel
CFDA

Number

Pass-through
Entity Identirying

Number f,xpenditures
U.S. DEPARTMENT OF ACRICULTURE;

Direct Program:

Water and Waste Disposal System for Rural
Communities

Pass-Through - State Department of
Education:

Child and Adult Care Food progmm

Total U.S. D€partment of Agriculture

U.S. Df,PARTMENT OF HOUSING AND
URBAN DEVELOPMENT:

Direct Prog.am:

Communiry Developmenl Block Crant -
Entitlement Grants

Urban Development Action Crants

Section E Housing Choice Vouchers
Progmm

Pass-Through - State Depa(ment ofFamily:
Homelessness Prevention and Rapid Re-
housing Progran (Recovery Act Futrded) 14.25:, NAV

Total U.S. Departtltent of llousins and
Urban Development

U.S. DEPARTMENT OF HOMELAND
SECURITY:

Pass-Through, State Covemor Office

10.760

r0.558

I4.87t

$ t37,847

CCC.24E 1,2'/7,074

t,4tl,92l

14.218

14.221

298,586

4,501

885,787

r9958

Disaster Grants public Assistance

Homeland Securiry- Crant program

Total U.S. D€partment ofHomeland
Security:

97.036

97.067

ta47,073

I04, t68

23,996

59
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COMMONWf,ALTH OF PUERTO RICO
MUNICIPALITY OF CUAYAMA

SCHf,DULE OF E)(Pf,NDITURES OF EEDf,RAL AWARDS (CONTII{UTD)

FOR THE FISCAL YEAR ENDED ruNf, 30.20IO

Federal Cra[tor/Pass-thro gh
Grantor,?rogram or Cluster Title Number Numberfi!m!!r Number f,xpenditures

Federal Pass-through
CFDA Ertity Idetrtiting

- U.S. DEPARTMf,NT OF LABOR

Pass-Through - Puerto Rico Human
Resources and Occupational Developme0t

- Council:

WIA Adult program

- Total U,S. Department ofLabor:

U.S. DEPARTMENT OF
TRT{NSPORTATION

- Pass-Through - Transit Safety Commission of
the Commonwealth of puerto Rico:

- Alcohol Impaired Driving Counte[neasures
Incentive Grants I

Tot.l U.S. Depr.tment of Transportation:

- Total Head Start Cluster

Totil U.S. Department ofH€alth and
Humao Service:

TOTAL E)Gf,NDITURES OF

- 
FEDERAL AWARDS

t7.258 2010-000107 t30,4ti

7,855

7,8s5
U.S. Df,PARTMf,NT OF HEALTH AI\D

HUMAN SERI'ICE

- Pass-Through State Admiristration for
Children and Families:

241_2009_000 t95
- Head Start Program 93.600 24II_2OIO-OOOZOO 10,490,48E

ARRA- Head Start program 93jOB O2SE9g44tOt 150.442

20.601 N/AV

130.41I

10,640,930

10,6,10,930

$ l3,s69Js4

See accompanying Notes to Schedule ofErpenditures ofFederal Awards
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COMIIIONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

NOTES TO THE SCIIf,DULE OF EXPf,NDITURES OF FfDER,{L AWARDS

FOR THE FISCAL YEAR ENDf,D JUNf, .30, 2OIO

NOTE I _ GENERAL

The accompanying Schedule of Expenditures of Federar Awards incrudes the federar grant activity of the
Municipality ofGuayama, Puerto Rico (Municipality) and is presented on the modified accrual basis. The
infomation io this schedule is presented in accordance with the requirements of oMB circular A-113,
Audits ofstates, Local covemments, and Non-profit organizations. Therefore, some amounts presented in
this schedule may differ from amounts presenled in, or used in the preparation of, the geniml_purpose
financial statements. The reporting entity is defined iD Note (l) 14) to ttre generar-pufiose combined
financial statements.

NOTE 2 _ SUMI}TARY OF SIGNIFICANT ACCOUNTING POLICMS

1. The accompanying Schedule of Expenditures of Federal Awards is prepared from Municipality,s
accounting records and is not intended to present financial position or the results ofoperations.2. The Municipality in accordance with the terms records thi financial transactions and conditions ofthe
grants, which are consistent with accounting principres generaly accepted in the united states of
America.

3. Expenditures are recognized in the accounting period in which the riability is incurred, ifmeasurable or
when actually paid, whichever occurs first.

NOTf, 3 _ FEDERAL CTDA NUMBER

The CFDA numbers included in this schedure are determined based on the program name, review ofgmnt
contract information and the office of Management and Budget's caialogue of Federal Dom_estic
Assistance.

NOTE 4 _PASSTHROUGH GRANTOR'S NUMBER

state or local govemment redistribution of fedemr awards to the Municiparity, treated as if they were
received- directly from the federar government. oMB Circurar A-lll requires tie schedure to incrude the
name ofthe pass-through entity and identising number assigned by the passthrough entity lor federal
awards received as a sub recipient. Numbers identified as NrAV are not araiiable_

NOTE5_MAJORPROGRAMS

Major programs are identified in the summary ofAuditor's Resurts section ofthe sch€dure of Findings and
Questioned Cosls.
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INDEPENDENT AUDITORS' REPORT ON INTERIIAL CONTROL OVfR FINANCIAL
REPORTING AIID ON COIIIPLIANCE AND OTHER MATTERS BASED ON ATI AUDIT OF

FINANCIAL STATf,MINTS PEMORMf,D IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

To the Hono.able Mayor and
Members of the Municipal Legislatrre
Mudicipality of Gu|yama, P[erlo Rico

We have audited the financial statements ofthe govemmental activities, each major fund, and the aggregate
remaining fund information of Municipality of Guayama, Puerto Rico (Municipality), as of and for the
fiscal year ended June 30, 2010, which collectively comprise the Municipality's basic financial statements
and have issued our report thereon daled March 26, 201L The report on the govemmental fund financial
statements was unqualified. In addition, the the report on the govemmental wide financial statement has an
adverse opinion because we were unable to obtain comp€tent evidential matter relaled to the capital assets
including the infrastructure and the solid waste landfill liability. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to
financiaf audits contained in Goyernnenl Auditing Standards, iss|ued by the Comptroller General of the
tlnited States.

Interoel Control Over Financial Reportins

In planning and performing our audit, we considered the Municipality's intemal control over financial
reporting as a basis for designing our auditing procedures for dte purpose ofexpressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Municipality's intemal contrcl over financial reporting. Accordingly, we do not express an opinion on the
effectiveness ofthe Municipality's intemal control over financial reporting.

Our consideration of intemal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not design to identi8 all deficiencies in intemal control over financial
reporting that might be significant deficiencies or mateial weaknesses and therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have beel identified.
However, as described in the accompanying Schedule of Findings and Questioned Costs, we identified
certain deficiencies in intemal control over financial reporting that we consider to be material waaknesses.

A defcie cy in intemal c.,rrlo/ exists rvhen the design or operation ofa controldoes not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect and correct
misstatements on a timely basis. A naterial wedkness is a deficiency, or combination of deficiencies, in
intemal control such that Ihere is a .easonable possibility that a material misstatement of the entity's
financial statements will not be prevented, or detected and corrected on a timely basis. We consider the
deficiencies described in the accompanying Schedule of Findings and Questioned Costs to be material
weaknesses. Findings l0-lll-01, I0-lll-02 and l0-lll-01.

P.O. Bor OE!, PslE!6r 8tr6.t, Nq2a6 tlorth, cusysE., p.B. OOZaETel, (7a7) aA4.64OO . Es,r. {aB7l aa4-689o . opspodroo@hotEsll.ooE



INDEPf,NDf,NT AUDITORS' Rf,PORT ON INTERNAL CONTROL OVER FINANCIAL
RXPORTING AND ON COMPLIANCE AND OTHf,R MATTERS BASED ON AN AUDIT OFFINAI'CIAL STATEMENTS PERFORMED IN ACCORDANCE WITII GOVERNMENT

AUDITING STANDARDS (CONTINUED)

Complialce aod Other Mafters

As part ofobtaining reasonabre assurance about whether the Municiparity's financiar statements are free ofmaterial misstatement, we performed tests of its compliance *ith certain provisions of laws, regulations,
contrads and grant agreements, noncompliance with which could have a d'irect and material effi_ct on thedetermination of financial statement amounts. Holvever, providing an opinion on compriance with thoseprovisions was not an objective ofour audit, and accordingly, *-" do -t "*pr.rs 

sucir an opinion. The
rcsults ofour tests discrosed no instanc€s of noncompriance oi other matters thai are required to'be reported
und.r Goverument Auditing Standards.

we nored certai. matters that we reported to management of the Municiparity in a separate retter dated
March 26,2011.

Th€ Municipality's responses to the findings identified in our audit are described in the accompanying
Schedule oFFindings and euestioned Costs. We did not audit the Municipality,s response and, accoiaingty]
we express no opinion on it.

This report is intended solely for the information.and use of the management, the Honomble Mayor andMembers.of th€ Municipal Legislature, others within the entity and ti'e OIIice of the Commissioner ofMunicipal Affairs, 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.

w{M-
?edro C. Oniz LEd6e. CPa
Licens€ Number 5200

Guayama, Puerto Rico
March 26. 201 I
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INDEPENDENT AUDITORS' Rf,PORT ON COMPLIANCE WITH REQUIR,f,NIENTS THAT
COULD IIAVE A DIRXCT AND MATERIAL EFFECT ON f,ACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-

133

To the Hollorable Mayor and
Member of the Municipal Legislature
Municipality of Guayrma, Pnerto Rico

Compliance

We have audited Municipality of Guayama, Puerto Rico (Municipaliry) compliance with the types of
compliance requirements described h the OMB Circ lar A-133 Conpliance Suppleheht that could have a
direct and material effect on each Municipality's major fedeml progmms for the fiscal year ended June 10,
2010. The Municipality's major federal programs are identified in the summary ofauditor's results section
of the accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements of
laws, regulations, contracts and grants applicable to each ofits major fedeml progmms is the responsibility
of the Municipality's management. Our responsibility is to express an opinion on Municipalityi
compliance based on ouraudit.

W€ conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States ofAmerica: the standards applicable to financial audits contained in Gowmment Auliting
Standards, issued by the Comptroller Ceneral of the United States; and OMB Circular A-133, Audi$ ;J
States, Locol Goyefiments, dnd Non-Prcft Organizatiohs. Those standards and OMB Circular A-l3l
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types ofcompliance requirements referred to above that could have a direct and material effect on
a major federal program occurred. An audit includes examinirlg, on a test basis, evidence about the
Municipality's compliance with those requirements and performing such oth€r procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal dete.mination of Mun icipality's compliance with those requireme;ts.

As described in items l0-lll-04, 10-lll-06 and I0JII-09 in the accompanyiog Schedule of Findings and
Questioned Costs, the Municipality did not comply with requirements regarding Cash Managiment,
Matching, Level of Effort and Earmarking, and Reporting rhat are applicable to its Head Start Cluster.
Compliance with such requirements is necessary, in our opinion, for the Municipality to comply with the
requirements applicable to that program.

As described in items ,0-lll-12, I0-lll-14 and l0lll-15 io the accompanying Schedule of Findings and
Questioned Costs, the Municipality did not comply with requirements regarding Cash Management,
Procurement, Suspension and Debarment and Reporting that are applicable to its Child and Adult Care
Food Program. Compliance rvith such requirements is necessary, in our opinion, lor the Municipality to
comply with the requirements applicable to that program.
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INDEPf,NDf,NT AUDITORS' REPORT ON COMPLIAI{CE WITH REQUIRf,Mf,NTS THAT
COULD HAVE A DIRICT AND MATORIAL EFFECT ON EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCf, WITH OMB CIRCULAR A-

r3t (coNTr ru[D)

In our opinion, except for the noncompliance described in the preceding paragiaphs, the Municipality
complied, in all material respects, with the compl;ance requirements referred to above that could have a
direct and material eflect on each ofits major lederal programs lor the fiscal year ended June J0, 2010. The
results of our audiring procedures also disclosed other instances of noncompliance with those requirements,
rvhich are required to be reported in accordance wirh oMB circular A-lll and which are described in the
accompanying Schedule ofFindings and Questioned Costs as items l0-lll-05, l0-lll-07, l0-lll-0g. l0_lll_
10, l0-lll-ll and l0llI-13.

Internal Co[trol over Comoliatrce

Management of the Municipality is responsible fo. establishing and maintaining effective intemal control
over compliance with the requiremenls of laws, regulations, contmcts and grants applicable to federal
programs. In planning and performing our audit, we considered Municipality,s intemal control over
compliance with the requirements that could have a direct and material effect on a major federal program to
determine the auditing procedures for the purpose ofexpressing our opinion on compliance and to iest and
report on intemal control over compliance in accordance with OMB Circular A- 133, but not for the purpose
ofexpressing an opinion or the effectiveness of intemal contol over compliance. Accordingly, we do not
express an opinion on the effectiveness ofthe Municipality's intemal control over compliance.

Our consideration of intemal co0trol ove. compliance was for the limited purpose described in the
preceding paragraph and was not designed to identiry all deficiencies in intemal control over compliance
that might be significant deficiencies or material weaknesses and therefore, there can be no assurance that
all deficiencies, significant deficiencies or material weaknesses have been identified. However, as discussed
below, we identified certain deficiencies in intemal control over compliance that we considered to be
material weaknesses and other deficiencies that we consider to be significant deficiencies.

A deJiciency in internal control over conpliance exists when the design or operation of a control over
compliance does nol allow management or employees, in the normal course of performing their assigned
funclions, to prevent or detect and correct, noncompliance with a type of compliance requirement 

-of 
a

federal program on a timely basis. A material *eakness in interndl cofittol over compliance is a deficiency,
or combination of deficiencies, in intemal control over compliance, such that there is a reasonable
possibility that a material noncompliance with a type ofcompliance requirement ofa federal prog:am will
not be prevented, or detected and corrected, on a timely basis. We consider the deficiencies in intemal
control over compliance described in the accompanying Schedule of Findings and elrestioned Costs as
items l0-lll-04, l0-lll-06, l0-lll-09, I0-ll[-12, I0-lll-t4and t0-ttl- I 5 ro be mat€rial weakn€sses

A sig irtalnt defrciency itt internal corltrol over cotfipliance is a deficiency, or a combination of
deficiencies, in intemal control over compliance lvith a type of compliance requirement of a federal
program that is less severe than a material weakness in intemal control over compliance, yet important
enough to merit attention by those charged with govemance. we considered the deficienciis in intemal
control over compliance described in the accompanying Schedule of Findings and euestioned costs as
items I0lll-05, l0-lll-07, l0-lll-08, I0-ttt- 10, l0-tll-t I and t0-lll- t3 to be significanl deficiencies.
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INDEPSNDENT AUDITORS' REPORT ON COMPLIANCf, WITH REQUIREMENTS THAT
COULD HAVE A DIRXCT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE tN ACCORDATICE WITH OMB CIRCULAR A-

1J3 (CONTTNU[D)

The Municipality s responses to the findings identified in our audit are described in the accompanying
Schedule of Findings and Questioned Costs. We did not audit the Municipality's responses and-,
accordingly, we express no opinion on the responses.

This report is intended solely for the information and use of the management, the Honomble Mayo, and
Members of the Municipal Legislarure, others within the entiry, tht OfTice of the Commissioner of
Municipal Affairs, 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.

P{ft.fl_.
Pedro C. Ortiz t.ed6e CEA
License Number 5200

Cuayam4 Puerto Rico
March 26, 201 I
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COMMONWEALTH Or PUIRTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND OUf,STIONf,D COSTS

FOR THE FISCAL YEAR ENDf,D JTINf, 30,20IO

SECTION I - SUMMARY OF -{UDITOR'S RESULTS

Financial Statements

Type ofauditor's report issuedi

Intemal control over financial reporting:
Material weakness identifi ed?
Signifi cant d€fi ciencies identifi ed?

Noncompliance material to fi nancial statements noted?

Federal awards

Intemal Control over major programs:
Material weakness identifi ed?
Signifi cant defi ciencies identifi ed?

Type ofaudito.'s report issued on compliance for
major progmms:

Any audit findings disclosed that are required lo be reported
in accordance with Circula. A-113, Section .510(a)?

Identification of maior proqrams

Unqualified for fund financial
statement and adverse for
governmental-wide fi Dancial
statements

Yes X
Yes

Yes

No
None reported X

NoX

Yes X No
Yes X None reported

Qualified, except for S€ction
Housitrg Choice Voucher

Yes X No

CIDA Number Nam€ ofFederal

Child and Adult Care Food Progran

Section E Housing Choice Voucher Program

93.600/ 93.708 Head Start program Cluster

Dollar threshold used to disringuish behveen
Type A and Type B programs $407,081

Auditee qualified as low-risk auditee? yes No X

10.558

14.87 t
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COMMONWTALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINU[D)

FOR THf, FISCAL YEAR ENDID JUNE 30, 20IO

SECTION II _ TINANCTAL STATEMENTS FINDINGS

FINDING

REQUIREMENT

CONDITION

l0-II-01

ACCOUNTING R.ECORDS AND REPORTING SYSTEM

lhe Municipality did not maintain an accounling s,rtem that generates
accurate accounting information for the pr€pamtion of the financial
statements in conformity with generally accepted accounting principles
(GAAP),

During our examination ol the accounting cycle, we noted that the
Municipality's accounting records are maintained in a cash and budgetary
basis and ai the end of year, personnel of the finance department and
extemal consultants summarized in electronic worksheets the revenues,
expenditures, encumbrances, capital assets transactions, accounts
receivables, accounts payable and loog te.m-d€bts. These worksheets are
used for the preparation ofthe financ,al statements.

Also, we noted the following conditions during our evaluation of the
accounting cycle:

a. Accounting transactions are currently accounted simultaneously
through a manual and a computerized accounting system for which no
reconciliation procedures are made among them. These accounting
systems does not provide for a self balancing set of accounts for each
fund op€rated by the Municipality.

b, No adequate year-end closing entries procedures are made to account
for all tmnsactions affecting all funds.

Article 8.010 (b) ofSlate Act Number 8l- l.q, de Molicipios Autonomos
del Estado Libre Asociado de Puerto Rico ol August J0, 1991, states that
the Municipality must maintain its fund accounting in accorda[ce with
CAAP. ln addition, Article 8.010 (c) states that uniform accounting system
used by the Municipality must produce reljable reports and financial
statements provide complete information about rhe results of the
Municipality's operations and include the necessary intemal controls to
account for all funds, capital assets and other assets.

The Municipality has not established effective intemal control procedures
over the prepamtion of the financial slatements and the transactions
recorded on its accounting records.

CONTEXT

CRITf,RIA

CAUSI
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COMMONWEALTH OF PUf,RTO RICO
MUNICTPALITY OF GUAYAMA

SCHIDULE OF FINDINGS AND QUESTIONID COSTS (CONTINUED)

[.OR THE FISC-{L YEAR ENDED JUNE 3O,20IO

Sf,CTION II _ FINANCIAL STATf,MENTS FINDINGS

FINDING

REQUIRf,MTNT

EFFECT

RECOMMENDATION

l0-II-01 (coNTn\ruED)

ACCOUNTING RICORDS AND Rf,PORTING SYSTEM

The Municipality is not in compliance with Articles 8.010 (b) and (c) of
the State Law Number 8l ofAugustS0, 1991.

We recommend management to establish the necessary intemal controls
and procedures in order to maintain a complete accounting system that
provides for the preparation of financial statements in accordance with
CAAP,

The Municipality maintains two set of accounting records; a manual
system and the computerized, provided by the Office of Commissioner of
Municipal Affairs (OCAM). The manual system is the one we are using for
financial reporting and the prepamtion of financial statements, in
coordination with our extemal consultants. We will continue with this
practice until we acquire new accounting software. Also, we acquire new
accounting software for the accounting transactions related to revenues.

Responsible Person: Amilcar Ayala
Finance Department Director

Implementation Date: December, 201 I

IIANAGf, 1If, :{T RESPO\Sf,

,TND CORRECTIVE ACTION PLAN
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COMMONWf,ALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHf,DULE OF FINDINCS AND QUESTIONED COSTS (CONTINUfD)

FOR THE FISCAL YEAR ENDED JUNE J(), 20IO

SECTION II - FINANCIAL STATEMENTS FINDINGS

TINDING

REQUIREMENT

CONDITION

CONTEXT

l0-II-02

ACCOUNTING RECORDS- CAPITAL ASSETS

The Municipality does not have an effective system to account for capital
assets, including the infiastructure assets.

During our examination of the p.operty records, we noted that the
Municipality does not have adequate intemal controls and procedures to
ensure that all capitalizable expenditures and dispositions are recorded in
the capital assets subsidiary ledger. Also, the Municipaliry did not have
adequate supporting documentation of the cost ofihe infrastructure assets
reported in the property records. These infrastructure assets should be
reported as part of the capital assets of the Municipality according to
Statement No. 34 of the Govemmental Accounting Standards Board
(GASB l4). In additiofl, the Municipality did not perform periodical
physical inventories ofits capital assets.

Article 8.010 (c) (3) ofthe State Law Number 8l- Ley de Municipios
Autonomos del Estado Librc Asociados de Puerto Rico de lggl of August
30, 1991, stated that Municipality should maintain updated property
accounting records.

The Municipality did not maintain an adequate control of the
accountability of its capital assets.

The Municipality is not in compliance with Article 8.010 (c) (3) of rhe
State Law Number 8l of August 30, 1991.

We recommend fianagement and the Property Division of the
Municipality to make an inventory of the capital assets, supported by
adequate documentation and reconcile it with the capital assets subsidiary
ledger.

pt ri! The Finance Department is scheduling an update of its capital assets
inventory to comply with CASB 14. We have plans to perform periodical
physical inventories of Municipality's capital assets. Also rve are
considering the Municipality's infrastructure inventory compose of streetsr
roads and bridges.

Responsible Person: Amilcar Ayala
Finance Department Director

Implementation Date: March, 201I

CRITERIA

CAUSE

ETTECT

RECOMMf,NDATION

iTIAIIA(;EItf itT RESPONSE

,lND CORRECTIVE,\CIIOII
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COMMONWEALTH OE PUERTO RICO
MUNICTPALITY OF GUAYAMA

SCHf,DULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THf, TISCAL YEAR ENDED JUNE JO.20IO

SECTION II _ FINANCIAL STATEMENTS FINDINGS

FINDINC NUMBER

REQUIREMENT

10-II-03

ACCOUNTING RXCORDS. MUNICIPAL SOLID WASTE
LANDFILL CLOSUR"E AND POSTCLOSURX CARE AND
MAINTf,NANCE COSTS

The Municipality did not adjust in its govemftent wi.le financial
statements! the required liability for closure and post closure care costs
based on an adequate study ofthe activities ofthe solid waste landfill.

At June 30. 2010, the Municipality did not realize the required study ofrhe
available space and the estimated cost ofthe closing and post closing ofthe
Municipality's waste landfill. In addition, the amount ofexpenses Jco.ded
in the financial statements is based on an estimate made bv the
Municipality s managemenl.

Regulations set forth by the U.S. Envi.onmental protection Agency (EpA)
in its "Solid Waste Disposal Facility Criteria,,; the Municipalit is;quirei
to place a final cover on the Municipality,s solid waste landfilisite wLen it
stops.accepting waste, and to perform certain maintenance and monitoring
functions at the site for 30 years after closure. GASB lE requires thI
lvlunicipality to perform a srudy of the aclivities that n."d to b"
implemented at rhe Municipaliry's solid wasre landfill faciliries ro
guarantee the maximum yield of available space and to comply with
applicable state and federal regulatiors. Based on this study, the
Municipality must recognize a liability in its statement ofnet assets ;t June
30,20t0.

The lvlunicipality did not maintain an adequate control of lhe
accountability oftheclosure and post closure care costs ofMunicipal solid
waste landfilL In addition, the N,lunicipality did not perform the study
required by EPA and GASB IE.

The Municipality is not in compliance with GASB IE and the ..Solid 
Wasre

Disposal Facility Criteria" issued by rhe U.S. Environmental protection
Agency.

We recommend management to perform the study of the activities that
need to be implemented at the Municipality.s solid waste landfill facilities
and determinr tfie amounr of the ]iability lhat should be reported in the
govemmental activities.

CONDITION

CONTf,XT

CRITf,RIA

CAUSI

EFFECT

1t

RECOMMENDATION



COMNIONIVEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYANTA

SCHf,DULf O['FINDINGS AND QUESTIONf,D COSTS (CONTINUID)

FOR THE FISCAL YEAR ENDED JUNf, JO.201O

SECTION II _ FINANCIAL STATEMENTS FINDDICS

FINDINC NUMBTR

REQUIREMf,NT

r0-rr-03 (coNTTNUED)

ACCOUNTING RECORDS.
LANDFILL CLOSTIRE ANI)
MAINTENANCE COSTS

NIUNICIPAL SOLID WASTE
POSTCLOSURX CARX AND

lIANAG EU EIIT RESPONSE

AND coRRECrrvE.r(: oN pr-{N The Municipality's management gave instructions to request a
confirmation from the extemal consultant, in charge of the solid waste
Iandfill, about the maximum yield ofavai,able space. Once we obtain that
information we will calculate the liability ofthe closure and post closure at
June 10,20t l.

Responsible Person: Juan M. Ortiz
Public Works Director

lmplementation Date: June,20l I
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CONI]IIONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUESTIONf,D COSTS (CONTINUED)

FOR THE FISCAL Yf,AR ENDED JUNf, 30, 2()IO

SECTION III _ Ff,DERAL -{WAR-D FINDINGS A]\D QUISTIONED COSTS

FINDINC NUMBER

FEDERAL PROGRAM

REQUIREMENT

NONCOMPLIANCE

CONDITION

l0-IIt-04

HEAD START (CFDA NO. 93.600) U.S. DEPARTMENT OF
Hf,ALTH AI\D IIUMAN SERVTCES; PASS THROUGI{
COMMONWf,ALTH OF PUERTO RICO. ADMINISTRATION
rOR CARE AT{D INTEGRAL DEVELOPMENT OF CHILDHOOD
(ACUDIN)

ARRA- HEAD START (CFDA NO. 93.708) U.S. DEPARTMf,NT OF
HEALTH AND HUMAN Sf,RVICf,S; PASS THROUGH
COMMOI{WEALTH OF PUf,RTO RICG ADMINISTRATION
FOR CARX AIID INTEGRAL DEVELOPMf,NT OF CIIILDHOOD
(ACUDEN)

COMPLIATICE A.IID INTI]RNAL CONTROL

CASH MANAGEMENT

The Municipality did not minimize the time between the receiving of the
requ€st of funds fiom the pass-through enlity and the disbursement of
funds.

During our Cash Management test, we noted that the Municipality
maintained an average cash balance of approximately $817,908 and
$15,727 in the Head Start and ARRA Head Start books, respectively. In
addition, the Programs did not disbursed in a timely manner the request of
funds advanced by the pass-through entity.

Code ofFederal Regulation 45, Subpart C, Section 92.20 (b) (7) states that
the Prcgram must maintain procedures for minimizing the time elapsed
between the transfer of funds from the U.S. Treasury and disbursement
made by gmntees and sub grantees when advance payment procedures are
used.

The Municipality did not maintain appropriate cash management
procedures in order to disburse the funds requested to the pass{hrough
entity in a timely manner.

The Municipality is not in compliance with Code ofFederal Regulation 45,
Subpart C, Section 92.20 (b) (7).

We recommended management lo strengthen its disbursement procedures
to minimize the time between the transfer offunds by the pass through and
disbursement made by the Program.

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION
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COMIIIONWEALTH OF PUERTO RICO
NIUNICIPALITY OF GUAYAMA

SCHEDULf, OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 20IO

SECTION III - FEDERAL AWARD FIN'DINGS AND QUESTION[D COSTS

FINDINC NUM BER

FEDERAL PROCRAM

l0-r[-0{ (coNTINUED)

HEAD START (CFDA NO. 93.600) U.S. DEPARTMENT OF
HEALTH AND HIMAN SER},ICES; PAss THRoUGH
COMMONWEALTH OF PUERTO RICG ADMINISTRATION
FOR CARE AIID INTEGRAL DEVELOPMENT OF CIIILDIIOOD
(ACUDEtg

AR&{- HEAD START (CFDA NO. 93.708) U.S. DEPARTMENI OF
HEALTH AND HUMAN SERI'ICES; PASS THRoUGII
COMMONWEALTH OF PUERTO RJC(} ADMINISTRATION
FOR CARX AIID INTf,GRAL Df,VELOPMENT OF CIIILDHOOI)
(ACUDEN)

COMPLIAI'CE AND INTERNAL CONTROL

CASII MAI{AGEMENI

None

We gave instructions to the Program,s accounting department to request
the monthly advances according to the actual obligitions lor the montir. In
addition, the P.ogram will continue strengthening the intemal conhols and
the procedures to minimize the time between the receipt ofthe request of
funds and the disbursements.

Responsible Person: Diana Pomales
Head Start Program Director

Implementation Date: April,20l I

REQUIRf,MENT

NONCOMPLIANCf,

QUESTIONED COSTS

MANAGf,ITENT RESP]ONSE

AND CORRf,CTIVE AC-ITON FI;TN
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COMMON}YEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THf, FISCAL YEAR ENDED JUNE .]O.20IO

SECTTON III, FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDINC NUMBER

FEDERAL PROCRAM

l0-IIr-05

HEAI) START (CFDA NO. 93.600) U.S. DEPARTMENT OFHEALTH AN'D IIUMAII SERVICf,S; PASS THROUGH
COMMONWEALTH OF PUIRTO RICG ADMINISTRATION
FOR CAR,f, ATID INTEGRAL Df,VELOPMENT OF CHILDIIOOD
(ACrrDEr9

TNTERNAL CONIROL

DAVIS-BACON ACT

The Program disbursed firnds without obtaining the payrolls required by
the Davis-Bacon Act.

During our grant disburs€ment test, we noted that the program disbursed
firnds amounting to $24,893 for conslruction improvemenls in one Head
Start ceflter (Las Antillas) and found that the program did not obtain the
weekly certified payrolls ftom the contmctors.

Davis- Bacon Act, 42 USC 5310.

The Program failed to apply all the monitoring procedures developed to
test applicable contractors with respect to the payment ofprevailing wages.

The Program is not in compliance with Davis- Bacon Act.42 USC 51t0.

We recornmended management to obtain the contractor,s payrolls to be
revierved on a weekly basis and to document adequately, tiai the wages
paid by the contractors are in accordance with the wages established by 

"the

Department of Labor and revise that all the employees that were
inlerviewed were included in the contractor,s rveekly payrolls.

None

REQUIRf,MENT

NONCOMPLIANCE

CONDITION

CONTf,XT

CRITERIA

CAUSE

EFTECT

RECOMMENDATION

QUESTIONED COSTS
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COMMONWf,ALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHfDULE OF FIND(NGS AND QUESTIONED COSTS (CONTINUf,D)

FOR THE FISCAL YEAR ENDED JUNf, ]0, 2OIO

SECTION III, FEDER.{L AWARD FINDINGS -{ND QUESTIONED COSTS

FINDINC NUMBER 1O-I[.05 (CONTINUED)

FEDERAL PROCRAM HEAD START (CFDA NO. 93.600) U.S. DTPARTMENT OF
HEALTH AND IIUMAN SERYICES; PASS THROUGII
COMMONWEALTH OF PUERTO RICO, ADMINISTRATION
FOR CARE AI{D INTEGRAL DEVf,LOPMENT OF CHILDIIOOD
(ACIJDEN)

- REQUIRIMENT INTf,RNALCONTROL

NONCOMPLIANCE DAI'IS-BACON ACT

ITANAGEITENT RESPONSf,

AND coRRf,cTrvE AcTtoN PLAN The respolsible employee has been properly advised of the need to obtain
and monitor the contmctor certificated paymlls related to all construction
projects and ztssures that the contractors' employees, wages were in
accordance to the Department of Labor regulations.

Responsible Person: Diaaa Pomales
Head Start Progmm Director

Implementation Date: April, 201I
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CODIMONWEALTH OF PUf,RTO RICO
NIUNICIPALITY OF GUAYAi,IA

SCHf,DULE OF FINDINGS AND QUf,STIONID COSTS (CONTINUED)

FOR THE FISCAL YEAR f,NDED JUNf, 30.20IO

SECTION III - FfDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROCRAM

REQUIREMENT

NONCOMPLIANCE

CONDITION

t0-lu-06

Hf,AD START (CFDA NO. 93.600) U.S. DEPARTMENT OF
HEALTH AND HUMAN SERVICES; PAss THRoUGH
COMMOITWEALTH OF PUERTO RICO. ADMINISTRATION
FOR CARE AND INTEGRAL DEVELOPMf,NI Otr CHILDHOOD
(ACUDEN)

ARRA. Hf,AD START (CFDA NO. 93.708) U.S. DEPARTMENT OF
HEALTH AND HUiVILN SERVICf,Si PASS TI{ROUGrr
COMMONWEALTH OF PUERTO RJCO- ADMINISTRATION
FOR CARE AND INTEGRAL DEVELOPMENT OF CHILDHOOD
(ACUDEN)

COMPLIANCE AND INTERNAI CONTROL

MATCHING, Lf,VEL OF EFFORT, EARMARKING

The Municipality did not maintain accumte accounting records and proper
documentatioo over the in kind contributions of the programs during fiscal
year 2009-2010. Also, the Head Start program did not maintain aJequate
procedu.es to account the l5olo administrative earmark.

During our Matching test, we examined two (2) months (September 2009
and February 2010) ofthe in kind contributions ofthe Head Start program
and noted that the accounting records did not agree with the supporting
documentation and with the monthly reports submitted to the pass-tirrougfi
entity. Also, we did not found evidence of the in kind iontributions
reported in the quarterly reports ofthe ARRA- Head Start progmm.

In addition, during our examination of the accounting records, we noted
that the Municipality did not maintain a current and complete general
ledger which adequately separates the administrative and prograrnmatic
costs ofthe Head Start Program. Also, the February 2010 (the last month
of the Head Start Progmm year) trial balance did not include the
expenditures accounts of the administraiive costs.

Code of Federal Regulation 45, Sections ll0l.20 (b) states that the non
Federal share will not be required to exceed 20 percent ofthe total costs of
the progmm. In addition, Code of Federal Regulalion ,15 Subpart C,
Section 92.24 (b) (6) states that costs and rhird party in-kind contritutions
counting towards satisrying a cost sharing or matching requirement must
be verifiable fmm the reconds ofgrantees and subgrantee.

CONTEXT

CRITIRIA



CO IMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR TIIf, FISCAL YEAR ENDED JUNE 30,20IO

SECTION III_ [EDf,RAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDIiRAI, PROCRAM

REQUIREMENT

NONCOMPLIANCE

CRITERIA

l0-III-06

HEAD START (CFDA NO. 93.600) U.S. DEPARTMf,NT OF
IIEALTH AND TIUMAN Sf,RVICES; PASS THROUGH
COMMONWEALTH OF PUERTO RICG ADMINISTRATION
FOR CAR-f, AND INTECRAL DEI'ELOPMf,NT OF CHILDHOOD
(ACUDf,N)

ARRA- HEAD START (CMA NO. 93.708) U.S. DEPARTMf,NT OF
HEALTII AND TIUMAN SERI,ICES; PASS TIIROUGH
COMMONWEALTII OF PUERTO RICG, ADMINISTRATION
FOR CARE AND INTEGRAL DEVELOPMENT OF CHILDHOOD
(ACUDET9

COMPLIANCE AND INTERNAL CONTROL

MATCHING, LEVEL OE DTFORT, EARMARKING

Also, Code of Federal Regulation 45, Part ll0l, Subpart D, Section
Il0l.32 (a) (l) and (e) (l) states that allowable costs for developing and
administering a Head Start program may not exceed l5oz of the total
approved costs and grantees must categorize costs as development and
administrative oa program costs.

The Municipality did not maintain an adequate intemal control over the
accountability of the in kind and the process of recording it in the
accounting records of both Programs. Also, the Municipality did not
maintain adequate separation between the administrative and program
costs in the Head Start Program records.

The Municipality is not in compliance with Code of Federal Regulation 45,
Sections ll0l.20 (b), Il0l.32 (a) (l) and (e) (l) and Subpart C, Section
92.24 (b) (6). Also, it is not possible to determine ifthe costs ofdeveloping
and adm in istering the Head Start Program d id not exceed the I 5% of the
approved costs.

We recommend management to strengthen;ts intemal controls and
procedures to ensure that the in kind is processed and recorded in a timely
manner in the accounting records and assure that the amounts reported in
the monthly reports are obtained from the accounting records. Also, we
recommended management to maintain adequate and accurate accounting
records capab le of determin ing the I 5% adm in istrative earmark.

CAUSE

f,FFECT

RECOMMENDATION
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CONITIONWEALTH OF PUERTO RICO
}IUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

F'OR THE FISCAL YEAR ENDf,D JUNE 30, 20IO

SECTION III - FfDERAL AWARD FINDINGS AND QUISTIONf,D COSTS

FINDING NUMBf,R

FEDERAL PROCRAM

l0-I[-06 (coNTIlruED]

HEAD START (CFDA NO. 93.600) U.S. DEPARTMENT OF
HEALTH AND TIUMAN SERVICES; PASS THROUGH
COMMONWEALTH OF PUf,RTO RICOL ADMINISTRATToN
FOR CARE AND INTEGRAL DEVf,LOPMENT OF CHILDHOOD
(ACTIDEN)

ARRA- HEAD START (CFDA NO. 93.70t) U.S. DEPAIITMENT OF
HEALTH AIID HI,IMAN SER},ICES; PASS THROUGH
COMMONWEALTH OF PUERTO RICG, ADMIMSTRATION
FOR CARX AND INTf,GRAL DEVELOPMENT OF CHILDHOOD
(ACUDEN)

COMPLTANCE AND INTERNAL CONTROL

MATCHING, LEVEL OF EFFORT. f,ARMARICNG

None

Municipality's management gave instructions to the responsible employees
to ensure that the in kind is processed and recorded in a timely manner in
the accounting records and assure that the amounts reported in the monthly
reports agree with the accounting records. Also, should be aware that the
Program complies monthly with the amount required by the pass-through
entity- In addition, we will improve our accounting records to appropriately
separate the administrative and programmatic costs.

Responsible Person: Diana Pomales
Head Start Program Director

Implementation Date: May,20l I

Rf,QUIREMENT

NONCOMPLIANCE

QUESTIONED COSTS

MANACETIENI RESFONSE

.\ND CORREC'TIVE AC'IION PL{N

19



COMIIIONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AIID QUESTION[D COSTS (CONTINUED)

EOR THE FISCAL YEAR ENDED JUNE JO. 2OIO

SECTION III - FEDERAL AWARD FINDINGS AND QUf,STIONED COSTS

FINDINC NUMBER

FEDERAL PROCRAM

10-m-07

HEAD START (CFDA NO. 93.600) U.S. DEPARTMENT OF
Hf,ALTH AND HUMAN SERVICf,S; PASS THRoUGH
COMMONWEALTH OF PUERTO RICG ADMINISTRATION
FOR CARX A]\{D INTEGRAL DEVELOPMf,NT OF CHILDHOOD
(ACUDEN)

COMPLIANCf, AND INTERNAL CONTROL

PERIOD OF AVALABILITY

The Program disbursed funds for goods and services received after the
period of availability.

The Program obtained a waiver io September 16, 2009 to liquidate rhe
outstanding obligations at February 2E, 2009. During our grant
disbursement test, we examined thirty four (34) voucher payments and
noted that the Program disbursed funds amounting to $74,498, for the
purchase of equipment and offce and educational materials. which were
received after the period of availability. These obligations were not
accounts payables at the end ofthe period ofavailability.

Code ofFederal Regulation 45, Section 92.23 (b) states that a grantee must
liquidate all obligations iocurred under the award not later than 90 days
after the end ofthe funding period (or as specified in a program regutatio;)
to coincide with the submission ofthe annual Financial Status Report (SF-
269). The Federal 

^gency 
may eitend this deadline at the request ofthe

grantee. AIso, Clause Eighth (E) number sixteen (16) of the Contract
between the Municipality and the Administration for Care and lntegEl
Development of Childhood (ACUDEN), states lhar the Federal regulation
establish a term ofninety (90) days to liquidate obligations payable at year
end. After this date there is no autho.ization for the payment ofobligations
with Federal funds and the grant€e should liquidate the obligations ;ith its
Ceneral Funds.

The Program failed to obligate, in a timely mannert the purchases of
equipment and materials.

The Program is not in compliance with Code of Federal Regulation
Section 92.2J (b) and Clause EiShth (8) number sixteen (t61 of
Contract between the Municipality and ACUDEN.

REQUIRIMENT

NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT 45,
the
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULI OT FINDINGS AND QUESTIONf,D COSTS (CONTINUTD)

FOR THE FISCAL YEAR ENDED JUNE JO,20IO

StrCTION III - FEDf,R{L AWARD FINDINGS AND QUf,STIONED COSTS

FINDING NUMBER IO-III.O7 (CONTINUED)

- FEDERAL PROCRAM IIf,AD START (CFDA NO. 93.600) U.S. DEPARTMENT OF
HEALTH AND H1MAN SER!.ICES; PASS THROUGH
COMMONWEALTH OF PUERTO RJCG ADMINISTRATION
FOR CARE AND INTEGRAL DEVELOPMENT OF CHILDHOOI)
(ACTTDEN)

- REQUIREMENT COMPLIANCE AIID INTERNAI CONTROL

NONCOMPLIANCf, Pf,RIODOFAVALABILITY

- RECOMMENDATION We recommend management to improve the existing controls, to assure
that the purchases orders are prepared in a timely basis. ln addition, the
Program should continue strengthening the intemal controls and
procedures designed to appropriately review the payment voucher and all
the supporting documentation prior to the issuance ofa payment.

QUf,STIONEDCOSTS None

}IANACEUENT RESPONSE

AND coRRf,cIrvE ACITON pLAN The Progam staffs have been properly advised ofthe need to comply with
the period ofavailability of funds applicable to the Program by liquidating
all the obligations incurred in the period established by the Federal
regulation.

Responsible Person: Diana Pomales
Head Start Program Director

ImplementationDate: March,20ll
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUID)

rOR THE FISCAL Yf,AR ENDf,D JUNE JO, 20IO

SECTION III- FEDf,RAL AWAR"D FINDINGS AND QUESTIONED COSTS

FINDING NUMBf,R

Ff,DERAL PROCRAM

REQUIREMENT

NONCOMPLIANCE

CONDITION

l0-III-0E

IIf,AD START (CFDA NO. 93.600) U.S, DEPARTMENT OF
IIf,ALTH AIID TIUMAN SERVICES; PASS THROUGH
COMMONWEALTH OF PUERTO RICO- ADMINISTRATION
FOR CARE AND INTEGRAL DEVELOPMENT OF CHILDHOOD
(ACUDEI9

COMPLIANCE AND INTERNAL CONTROL

PROCUREMENI, SUSPENSION AIYD DEBAIIMENT TESTS

The Program disbursed funds during fiscal year 2009-2010 not in
accordance with the adequate procurement process established by the
Federal and State regulations.

During our grant disbursements tes! we examined thirty four (34) non
payroll voucher payments and noted that there was no evidence of an
adequate acquisition process (procurement) for one (l) purchase of
educational material, amounting to $57,896.

Code of Federal Regulations 45, 92.36 (c) ( l), states that all procurement
transactions will be conducted in a manner providing full and open
competition consistent with the standards of92.36.

The Progmm does not perform an appropriate procurement process
because failed to document adequately the adjudication process.

The Program is not in compliance with Code of Federal Regulations 45,
Section 92.36 (c) (l).

We recommend managernent to implement procedures in order to obtain
and maintain all the required documentation regards the p.ocunement
p.ocess, to comply with lhis requirement.

None

To correct this condition, we will continue strengthening our intemal
controls over the acquisition process of the Municipality by documenting
adequately this process.

Responsible Person: Diana Pomales
Head Start Program Director

Implementation Date: April,20l I

CONTEXT

CRITERIA

CAUSE

EFFECT

Rf,COMMENDATION

QUESTIONED COSTS

JIIANAGETIf, iIT R'STONSE

AIiD CORRECTIVE ACTION PLAN
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COMMONWEALTH OF PUf,RTO RICO
MUNICIPALITY OF GU.{YAMA

SCHf,DULE OF FINDINGS AND QUESTIONED COSTS (CONTINUf,D)

FOR THE FISCAL YEAR ENDED JUNf, JO.20IO

Sf,CTION III _ FEDERAL AW-A.RD UNDINGS AND QUESTIONED COSTS

FINDINC NUMEER

FEDERAL PROCRAM

l0-Ir-09

Hf,AD START (CFDA NO. 93.600) U.S. Df,PARTMENT OF
Hf,ALTH AND HUMAN SER!.ICES; PASS TI{RoUGH
COMMONWEALTH OF PUERTO RICG, ADMINISTRATION
FOR CARf, AI'D INTEGRAL DEVELOPMENT OF CHILDHOOD
(ACI'Df,N)

ARRA- HEAD START (C[DA NO. 93.70E) U.S. DEPARTMENT O[.
Hf,ALTII AND HIIMAN SERVICES; PASS TIIROUGII
COMMOI{WEALTH OF PUERTO RICG {)MINISTRATION
FOR CARX AND INTEGRAL DEVf,LOPMENT OF CHILDHOOD
(ACI]DEN)

COMPLIANCE AN'D INTERNAL CONTROL

REPORTING

The Municipality did not maintained adequate intemal controls of the
accounting transactions ofthe Head Start and ARRA-Head Start programs.

During our Reporting test, we noted that the Municipality does not
maintained adequale accounting records and does not summarized lhe
informatioo of all the financial transactions related to assets, liabilities,
revenues and expenditures of the Programs, in a formal general ledger.
Also, we found differences between the amounts reported in the monthlv
reporrs 5ubmitted to the pass-througfi agency and the accounring record;.
In addition, evidence ofthe submission to the pass-through agency for two
(2) monlhs selected tor evaluation, from both programs, were not available
for our examination,

Code of Federal Regulations 45, 92.20 (2), states that grantees and
subgrantees must maintain records which adequately identiry the source
and application of funds provided for financially-assisted acrivities. These
records must conlain information pertaining to grant or subgrant awards
and authorizations, obligations, unobligated balances, assets, liabilities,
outlays or expenditures and income.

The Program failed to establish adequate intemal controls over the
transactions recorded on its accounting records and the accurate
submission ofthe monthly reports to the pass through agency.

The Program did not submit accurate monthly reports to the pass-through
entity in order to comply with the federal regulation.
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NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT



COM]!tONWf,ALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHf,DULE OF FINDINGS AND QUESTIONTD COSTS (CONTIIIUED)

FOR THE FISCAL YEAR ENDED JUNE JO,20IO

SECTION III - Ff,DERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDINC NUMB[R

FEDERAL PROCRAM

REQUIREMf,NT

NONCOMPLIANCE

RECOMMENDATION

QUESTIONED COSTS

IIANAC f,II f,NT RfSPONSf,

AND CORRTCTIVE AC'IION PI-A:I

l0-I[-09 (coNTTNUED)

HEAD START (CFDA NO. 93.600) U.S. DEPARTMENT OF
HEALTH AND HUMAN SERVICES; PASS THROUGH
COMMONWEALTH OF PUERTO RICG, ADMINISTRATION
FOR CARE AIID INTEGRAL DEVELOPMENT OF CHILDHOOD
(ACUDf,N)

ARIA- IIEAD START (CMA NO. 93.708) U.S. DEPARTMf,NT OF
IIEALTH AND HUMAN SERI'ICES; PASS THROUGH
COMMOIMEALTII OF PUERTO R]CG ADMIMSTRATION
FOR CARE AND INTEGRAL Df,VELOPMf,NT OF CHILDEOOD
(ACUDET9
COMPLIANCE AND INTERNAL CONTROL

RXPORTING (CONTINUED)

The Progmm should implement adequate procedures to ensure that
financial information submitt€d to the pass{hrough entity in its monthly
reports agrees with the accounting records maintain by the Program.

None

To correct this shuation we will give instructions to the Program accountant
to maintain on a monthly basis, a general ledger that includes all the
financial transactions related to assets, liabilities, revenues and
expenditures of the Program. In addition, we will give instructions, to
submit accumte monthly reports to the pass-through agency.

Responsible Person: Diana Pomales
Head Start Program Director

Implementation Date: April,20ll
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COMMONWEALTH OF PUERTO R1CO
MUNICIPALITY OF GUAYAMA

SCHEDULf, OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE T'ISCAL YEAR ENDf,D JUNE 30, 20IO

SECTION III_ FEDERAL AWARD FINDINGS AND QUf,STIONED COSTS

FINDINC NUMBER

FEDERAL PROGRAM

REQUIROMENT

NONCOMPLIANCE

CONDITION

l0-III-10

Sf,CTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
I4.87I) U.S. DEPARTMENT OF HOUSING AND URBAIY
DEVELOPMf,NT

COMPLIANCE AND INTERNAL CONTROL

ACTIVIIIES ALI,OWED OR UNALLOWED

The Municipality renovated contracts during fiscal year 2009-2010 with
owners of units, which were signed by a Program's employee instead of
the Mayor. Also, the Progam leased a unit, owned by the Municipality,
and did not follow the process established in the Federal regulation.

During our Eligibility test, we examined twenty five (25) participant,s files
and noted that the renovation contracts between the Municipality and the
owners ofunits were not signed by the Mayor. These contracts were signed
by a Progmm's employee.

Also, we noted that the Program leased a unit owned by the Municipality.
During our examination, we noted that the Program did not engaged with
an independent entity to determine reni reasonableness, to assist the family
negotiate the rent to owner and to inspect the unit for compliance with th€
HQS.

Code of Federal Regulation 24, Subpart J, Section 982.45t (a) (t) states
that the HAP contract must be in the form required by HUD. In addition,
Chapter IX, Section I, of the Municipal Administration Regularory
Manual, states that the contracts have to be signed by the Mayor or an
aulhorized representative and by the contmctor. Also, Code of Federal
Regulations 24, 982.352 (b) states that a unit thar is owned by the pHA that
administers the assistance under the consolidated ACC (including a unit
owned by entity substantially controlled by lhe PHA) may only be assisted
under the tenant-based program if all the conditions established in this
section are follorved.

The Municipality's Mayor failed to sign the contmcts with the owners of
the unats. Also, the Program failed to engage rlith an indepefldent entity to
perform the functions required under the program rule.

CONTIXI

CRITf,RIA

CAUSf,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE O[ TINDINGS AND QUESTIONID COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDf,D JUNE 30,20IO

SECTION III _ T'EDERAL AWARD f'INDINCS AIID QUESTIONED COSTS

FINDIN(: NIJMBDR

FEDERAL PROGRAM

REQUIREMENT

NONCOMPLIANCE

EFFECT

10-rrr-r0 (coNTINUED)

SECTION 8 HOUSING CHOICf, VOUCHERS PROGRAM (CFDA
I1.E7I) U.S. DEPARTMENT OF IIOUSING AI\D URBAN
Df,VELOPMENT

COMPLIANCE AI\D INTERNAL CONTROL

ACTII'ITIES AILOWED OR UNAILOWED

The Program is not in compliance with Code of Federal Regulation 24,
Subpart J, Section 982.451 (a) (l) and Chapter lX, Section I, of rhe
Municipal Administration Regulatory Manual; Also, the Program is not in
compliance with Code ofFederal Regulations 24, 982.352 (b).

We recommend management to review every contmct formalized with
Progmm's funds to veri& if it was signed by the rcsponsible oIficer ofrhe
Municipality. Also, we recommend management to engage with an
indep€ndent enlify, approved by HUD, to determine the reasonable rent, to
assist the family negotiate the rent to owner and to inspect the units for
compliance with HQs.

None

We gave instructions to th€ responsible employee that the contracts
formalized in the Municipality has to be sign by the Mayor or it's authorize
representative. In addition, actually we did not have any property leased to
the Program.

ResponsiblePerson: VanessaVelliquez
Federal Program Department Director

Implementation Date: May,20ll

RECOMMENDATION

QUESTIONED COSTS

TIANAGETIENT RESPONSE

ND CORRf,CTlv' ACTION PLAN
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHf,DULE OF FINDINGS AND QUESTIONID COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE JO, 20IO

SECTION III _ FEDERAL AWARD FINDINGS AND QUESTIONf,D COSTS

FINDINC NUMB[R

Ff,DERAL PROCRAM

l0-tII-l I

SECTION 8 IIOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.87I) U.S. DEPARTMENT Of HOUSINC AND URBAN
DE!'ELOPMENT

COMPLIANCE AI{D INTERNAL CONTROL

SPECIAL TEST- DEPOSITORY AGRXEMf, NTS

The Municipality failed to enter in a deposito(y agreement with its
financial institlrtion.

During our evaluation, we did not identily evidence of a depositary
agreement in the form.equired by HUD with the depository institution oi
the Municipality.

Code of Federal Regulation 24, Subpart D, Section 982.156 (a) states rhat
unless otherwise required or permitted by HUD, all program receipts must
be promptly deposited with a financial institution selected as depoiitory by
the PHA in accordance with HUD requircments. In adaition, Codi of
Federal Regulations 24, 982.156 (c) states that the pHA must enter into an
agreement with deposilary in the form required by HUD.

The Municipality's management failed to enter into agreements in the form
required by HUD with its financial institurion.

]h9 Proqram is not ;n compliance with Cod€ of Federal Regularion 24,
Subpart D, Section 9E2.156 (a) and (c).

We recommend nanagement to contact its financial institution and
formalize, as soon as possible, the depository agreement in the form
established by HUD.

None

We gave instructions that the contracts formalized jn the Municipality has
to be sign by the Mayor or it's authorize representative.

Responsible Person: VanessaVeliizquez
Federal Progmm Department Director

ImplementalionDate: N,Iarch.20ll

REQUIREMENT

NONCOMPLIANCE

CONDITION

CONTEXT

CRITf,RIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONf,D COSTS

IIANAC EIIf,NT RESPONSf,

,TND CORRf,CTIVE .ICTION PLAN
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COMMONWEALTII OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULf, OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE JO,20IO

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDINC NUMBER

FEDERAL PROCRAM

Rf,QUIREMENT

NONCOMPLIANCE

CONDITION

l0-tIr-12

CI{ILD AND ADULT CAR.E FOOD PROCRAM (CFDA NO. 10.558)
U.S. DEPARTMENT OF AGRICULTURf,| PASS THROUGH
COMMONWEALTH Of PUERTO RICO. DEPARTMENT OF
EDUCATION

COMPLIANCE AI\ID INIERNAL CONTROL

CASH MAI\AGf,Mf,NT

The Program did not mioimize the time between the receiving of the
request of funds from the pass-through entity and the disbursement of
funds

During our Cash Management tes! we noted that during the fiscal yeaa
2009-2010, the Program maintained an average monthly cash balance of
approximately $316,082 in books.

Code of Federal Regulations 7, Subpart C, Section 3016.20 (b) (7) states,
procedures for minimizing the time elapsing between the transfer of funds
from the U.S. Treasury and disbursenent by grantees and subgrantees must
be followed.

The Program and Finance Department ofthe Municipality did not maintain
appropriate cash management procedures, in order ro request funds to the
pass-through only for immediate needs.

The Program is not in compliance with Code of Federal Regulations 7,
Subpart C, Section 3016.20 (b) (7).

We recommend management to strengthen its disbursements procedures to
minimize the time between the transfer of funds bv the state and
disbursement made by the Municipality.

None

CONTEXT

CRITf,RIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONID COSTS
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COMMONWEALTH OF PUIRTO RICO
MUNICIPALITY OF GUAYAMA

SCHIDULE OF FINDINGS AND QUESTION[D COSTS (CONTINUf,D)

FOR THf, FISCAL YEAR ENDf,D JUNE 30.20IO

SfCTION III , FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

flNDTNC NUMBER l0-[t-12 (CONTINUED)

FEDERAL PROCRAM CHILD AND ADULT CARE FOOD PROG&{M (CFDA NO. 10.558)
U.S. DEPARTMENT OF ACRTCULTURE; PASS .THROUGH

COMMONWEALTH OF PUERTO zuCO- DEPARTMf,NT OF
f,DUCATION

REQUIREMENT COMPLIANCE AND INTERNAL CONIROL

NONCOMPLIANCE CASH MANAGf,MENT

- MANAGEMENT RESPONSE

AND coRREcTIvf, rclloN PLAN We gave instructions to the Program accounting department and the
Finance Department to issue the checks in approximately three (3) days
once the transfers of funds lrom the State are received.

Responsible Person: Diana Pomales
Head Start Progmm Director

Implementation Date: April,20l I
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COMMONWEALTH OF PUERTO RICO
NfUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE SISCAL YEAR ENDED JUNE 30, 20IO

SECTION III - TEDf,RAL AWARD FINDINCS AND QUESTIONED COSTS

FINDINC NUMBER

FEDf,RAL PROGRAM

l0-III-13

CHILD AND ADULT CARf, FOOD PROGRAM (CFDA NO. 10.558)
U.S. DEPARTMENT OF AGRICULTURE; PASS THROUGH
COMMONWEALTH OF PUERTO RICO. Df,PARTMENT OF
f,DUCATION

COMPLIANCE AND INTERNAL CONTROL

PERIOD OF AVALABILITY

The Program disbursed funds for goods afterthe period ofavailability.

During our grant disbursement test, we examined eleven (l l) voucher
payments and noted that the Program disbursed funds, amounting to
$ 157,E l9 for the purchase of food for the months of August and September
2009, after the period of availability. AIso, rhe Program prepared two
purchase orders 10 pay these obligations in February 3, 2010,
approximately three (3) months after the receiving ofthe goods.

Code of Federal ReSulation 7, Subpart C, Section 3016.23 (b) states thar a
grantee must liquidate all obligations incurred under the award not later
than 90 days after the end of the funding p€riod (or as specified in a
program regulation) to coincide with the submission of the annual
Financial Status Report (SF-269). The Federal agency n y extend this
deadline at the request ofthe grantee.

The Program failed to obligate and liquidate, in a timely manner, the
purchases for food lor lhe Head Start c€nters.

The Program is not in compliance with Code of Federal Regulation 7,
Subpart C, Section l0l6.2l (b).

W€ recommend managefient to improve the existing controls, to assure
that the purchases orders are prepared in a timely basis. In addition, the
Program should continue slrengthening the intemal controls and
procedures designed, to issue the checks within the period ofavailability.

None

REQUIREMENT

NONCOMPLIANCf,

CONDITION

CONTEXT

CRITERIA

CAUSO

EFFECT

RECOMMENDATION

QUESTIONED COSTS
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUISTIONED COSTS (CONTINUf,D)

FOR THE FISCAL Yf,AR ENDED JUNE 30,20IO

SECTION III- FEDERAL AWARD FINDINGS AND QUf,STIONED COSTS

FINDINC NUMBER IO.I[-T3 (CONTINUED)

FEDERAL PROCRAM CHILD A]\D ADULT CARE FOOD PROGRAM (CFDA NO. 10.558)
U.S. Df,PARTMENT OF AGRICULTUREi PASS I.IiROUGH
COMMONWEALTH OF PUf,RTO RICO- DEPARTMENT OF
f,DUCATION

- 
REQUIREMENT COMPLIANCE AIID INTf,RNAL CONTROL

NONCOMPLIANCE PERIODOFAVALABILITY

_ NTANAGf,}If,NT RESPONSE

AND coRREcTIvf, ACrtoN PLAN The Pmgram staffs have been properly advised ofthe need to comply with
the period ofavailability of funds applicable to the program by liquidating
all the obligations incurred in the period established by the Federal
regulation.

Responsible Person: Diana Pomales
Head Start Program Director

Implementation Date: April, 201I
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COMMONWEALTH OF PUIRTO RJCO
MUNICIPALITY OF GUAYAMA

SCHf,DULE OF FINDINGS AND QUISTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR END[D JUNE 30,20IO

Sf,CTION III- FEDERAL AWARD TINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROCRAM

REOUIREMENT

NONCOMPLIANCE

CONDITION

l0-IlI-14

CHILD AI{D ADULT CARE FOOD PROGRA,M (CEDA NO. IO.55E)
U.S. Df,PARTMENT OF AGRICULTUREi PASS THROUGH
COMMONWEALTH OT PUERTO RICO- DEPARTMf,NT OF
EDUCATION

COMPLIANCE AIID INTERNAL CONTROL

PROCUR.EMENT, SUSPf,NSION AtiD DEBAXMENT Tf,ST

The Program engaged with two (2) suppliers without a written contract and
did not veri! if the suppliers were suspended or debarr€d by the Federal
govemment.

During our grant disbursement test, we noted that the Municipality
engaged with two (2) suppliers, which were adjudicated the general bid for
the purchase of lood for the Head Start centers. The Municipality engaged
with these suppliers without written contracts and therefore, no legal
contactual agreement exists to assure that the suppliers will comply with
the Federaland State regulations.

In addition, there was no evidence that demonstmted if the Program
verifies these suppliers in the Excluded Parties List Systern (EPLS)
maintained by the Ceneral Service Administration.

Code of Federal Regulations 7, Subpart C, Section 1016.36 (b) (2) states
that grantees and subgrantees will maintain a contract administration
system which ensores that contractors perform in accordance with the
terms, condition and specifications oftheir contmcts or purchase order. In
addition, Code of Federal Regulations 7, Subpa( C, Section 1016.35 states
that grantees and subgrantees must not make any award or permit any
award (subgrant or contmct) at any tier to any party which is debarred or
suspended or is otherwise excluded from or ineligible for participation in
Federal assistance programs onder Executive Order 12549, "Debarment
and Suspension"

The Municipality engaged with third parties without wriften contracts and
did not verified against the EPLS, that the contracts in excess of $25,000,
awarded to those contractors, are not suspended or debarred parties.

CONTEXT

CRITERIA

CAUSf,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHf,DULE OF FINDINGS AND QUISTIONED COSTS (CONTINUED)

FOR THE TISCAL YEAR ENDf,D JUNE 30,20IO

Sf,CTION III FEDERAL AWARD FINDINGS AND QUf,STIONED COSTS

FINDINC NIIMBER

FEDERAL PROCRAM

l0-Ilt-l{ (CoNTTNUED)

CHILD AND ADULT CARX TOOD PROGRT{M (CFDA NO. 10.558)
U.S. Df,PARTMENT OF ACRICULTURX; PASS THROUGH
COMMONWEALTH OT' PUERTO RICO. DEPARTMf,NT OF
EDUCATION

COMPLIANCE AI\D INTERNAL CONTROL

PROCUREMENT, SUSPf,NSION AND DEBARMENT TESTS

The Municipality is not in compliance with Code of Federal Regulations 7,
Subpart C, Sections 3016.36 (b) (2) and 3016.35.

We recommend management formalized a written contracts with the
suppliers and to obtain the EPLS in printed or electronic format, every time
the Municipality formalized a contmct with Program,s funds.

None

To correct this condition, we improved our procurement procedures
including a step to veriry through the electronic version available on the
Intemet whether or not the individual or entity is on the list of parties
excluded from federal participation in procurement and non-procurement
programs. Also, we will gave instruction that all the contracts formalize in
the Municipality has to be in a writteo form.

Responsible Person: Diana Pomales
Head Staft Program Director

Implementation Date: April,20l I

REQUIREMENT

NONCOMPLIANCE

EFFf,CT

RECOMMf,NDATION

QUESTIONED COSTS

NhNACEIIIENT RESPONSf,

AND CORRECTIVE ACTION PLAN
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYA]IT,4.

SCHEDULI] OF TINDINGS -{ND QUESTIONED COSTS (CONTIIruED)

FOR THE FISCAL YEAR ENDED JUNE 30, 20IO

Sf,CTION IlI - FEDORAL AWARD FINDINGS At{D QUISTIONED COSTS

FINDINC NUMBf,R

FEDERAL PROCRAMS

l0-I[-15

CHILD AND ADULT CAR.E I'OOD PROGRAM (CFDA NO. 10.558)

U.S. DEPARTMENI oF AGRICULTURE; PAss THRoUGH
COMMONWEALTH OF PUERTO RICO- DEPARTMENT OF
EDI'CATION

COMPLIANCE AND INTERIIAL CONTROL

REPORTING

The claims for reimbursement of meals to the pass-through entity were not
supported with accumte meals counts and records.

During our Reporting tes! we examined two (2) "reimbursement reports"
submitted to the pass-through entity and noted that these reports did not
agree with the meal counts and the records that indicates the number of
meals served,

Code of Federal Regulations 7, Subpart D, Section 226.10 (c) states that
the claims for reimburcement shall report infomation in accordance with
the financial management system established by the State agency, and in
sufficient detail to justiry the reimbursement claimed and to enable the

State agency to provide th€ fi0al Report of the Child and Adult Care Food
Program required fider 226.7 (d). tn submitting a Claim for
Reimbursernent, each institution shall certiry that lhe claim is correct and

thal records are available to supporl that claim.

The Program does not maintain adequate intemal controls in place to
ensure that the claims for reimbursements of meals are accurate and

supported by proper documentation.

The Program is not in compliance lvith Code of Federal Regulations 7,

Subpart D, Section 226.10 (c).

We recommend to management lo establish adequate intemal control
procedures to assure that the claims for reimbursements are supported by
accurate count ofmeals and the records ofthe number ofmeals served.

None

REQUIREMENT

NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

f,FFICT

RECOMMENDATION

OUISTIONID COSTS
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COMMONWf,ALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULf, OF FINDINGS AND QUESTIONED COSTS (CONTII\ruf,D)

FOR THE FISCAL YEAR ENDED JUNE JO 20IO

SECTION III - FfDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDINGNUMBER IO-III-15(CONTINUED)

FEDf,RAL PROCRAMS CHILD AND ADULT CARX FOOD PROGRAM (CFDA NO. 10.558)
U.S. DEPARTMENI OF AGRICULTURX; PASS THROUGH
COMMONWEALTI! OF PUERTO RICO- Df,PARTMENT OF
EDUCATION

- 
REQUIREMENT COMPLIANCE AND INIf,RNAL CONTROL

NONCOMPLTANCE REPORTING

- 
IIANACf,IIENT Rf,SPONSf,

AND coRRf,cTIvE Ac-rION PLAN We will gave instruction to the responsible employee that the monthly
claims reimbursements submitted to the pass-through entity, has to be
supported by the count of meals and the records of the number of meals
sefved.

Responsible Person: Diana Pomales
Head Start Progmm Director

lmplementation Date: May,20l I
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COMMONWEALTH OF PUf,RTO RICO
MUNICIPALITY OF CUAYAiI{,A

SUMMARY SCHEDULE OF PRJOR YEAR AUDIT FINDIGS

FOR THE FISCAL Yf,AR ENDED JUNE 30, 20IO

FINDINC CFDA QUESTIONID
- NUMBER COMPLIANCf, NUMBIR COSTS AUDITTE COMMENTS

09-lll-04 AllowableCost/ 93.600 $87,101 No corrective action has been raken.
Cost Principles

The auditors did not identified during
fi scal year 2009-2010 transactions related
to this finding.

09-lll-05 Cash 93.600 None No corrective action has be€n taken.
Management

The auditor reissued the finding for the
curent year.
Finding reference | 0-llt-04

- 09-lll-06 Davis-Bacon 93.600 None No conective action has been taken.
Act

The auditor reissued the finding for the
curTentyear,
Finding reference | 0-lll-05

09-lll-07 Matching, Level 91.600 None No corrective action has been taken.
ofEffort,

Earmarking The auditor reissued the finding for the
curreniyear.
Finding reference l0JIl-06

09-lll-0E Period of 93.600 None No corrective action has been taken.
Availability

The audito. reisshed the finding for the
cunent year.

Finding reference I0JII-07

09-lll-09 Procurement, 93.600 None partially conective action has been taken.
Suspension and

Debarment The auditor reissued the finding for the
curTent year,

Finding reference I 0-lll-08
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COM]VIONWEALTII OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SUNIMARY SCHf,DULE OF PRIOR YEAR AUDIT FINDIGS (CONTINUED)

FOR THE FISCAL YEAR INDED JUNE JO.2OIO

FINDING
NUMAER COMPLIANCE

QUESTIONED
COSTS AUDITEE COMMENTS

CFDA
NUMBER

09-lll-10 AllowableCost/
Cost Principles

t4.218 None No corrective action has been taken.

The auditors did not identified transactions
related to these Federal program during

2009-2010.

09-l - I I Equipment and
Real Property
Management

14.21 8 None No corrective action has been taken.

The auditors did not identified transactions
related to these Federal program during

09-rrr- l2
and Suspension
and Debarment

l.l.2l8 None

fiscal 2009-2010.

No conective action has been taken.

The auditors did not identified transactions
related to these Federal progmm during

09-[t-13 Subrecipient
Monitoring

14.2r8 None

fiscal 2009-2010.

No corrective action has been taken.

The auditors did not identified tmnsactioos
related 1o these Federal program during

09- I,l4 Activities
Allowed or
Unallowed

14.871 None

fiscal 2009-20t 0.

No corrective action has b€en taken.

The auditor reissued the finding for the
current year.

Finding ref€rence I0JII- l0

09- I-15 Cash
Management

10.558 None No corrective action has been taken.

The auditor reissued the finding lor the
curent year.
Finding reference I 0-lll- I 2

Period of
Availability

None No corective action has been taken.

The auditor reissued the finding lor the
current yeat,
Finding reference IOJII-13

09- I- l6 10.55E
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OP GUAYAMA

SUITMARY SCTIEDULE OF PRJOR YEAR AUDIT FTNDIGS (CONTINUf,D)

FOR THE FISCAL YEAR ENDED JUNf, JO. 201O

FINDINC
NUM BER COMPLIANCE

CTDA
NUM AER

QUISTIONED
COSTS AUDITEE COMMENTS

09-II-l7 Procurement 10.556
and Suspension
and Debarment

No conective action has been taken.

The auditor reissued the finding for rhe
curTent year.
Finding reference I0JII- l4

None

09.III-IE Reporting r0.5 58 No corrective action has been taken.

The auditor reissued the finding for the
currentyear.
Finding reference l0-lll- I 5

None

08-05 Cash
Management

93.600 Nofle No corrective action has been taken.

The auditor reissued the finding for the
current year.
Finding reference I0-u-04

08-06 Matching, Level
of Effort.

Earmarking
Matching

93.600 None No corrective action has been taken.

The auditor reissued the finding for the
currentyear.
Finding reference I 0-lll-06

08 07 Matching, Level
of Effort,

Earmarking -
Administrative

Cost Limits

91.600 None No corrective action has been taken.

The auditor reissued the finding for the
cunent year.
Finding reference I 0,llt-06

Cash
Management

None The audit finding does not warmnt further
aclion because two )ears have passed since
lhe audit reporl in which the findin8
occured was submifted to the Fedeml
Clearinghouse.

07-06 93.600
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COMMONWEALTH OT PUERTO RICO
IIIUNICIPALITY OF GUAYAMA

SU]!IMARY SCHf,DULE OT PRIOR YEAR AUDIT TINDIGS (CONTINUf,D)

FOR THE FISCAL YEAR ENDED JUNE 30,20IO

FINDING
NUMBER COMPLIANCE

QUESTIONED
COSTS AUDITET COMMINTS

CFDA
NUMBER

07-07 Matching, Level
of Effort,

Earmarking -
Matching

91.600 None The audit finding does noi warrant further
action because two years have passed since
the audit report in which the finding
occurred was submitted to lhe Federal
Clearinghouse.

07-08

The audit finding does not wafiant firrther
action because two years have passed since
the audil report in which the finding
occurred was submitted to fte Federal
Clearinghouse.

Matching, Level
of Effort,

Earmarking
AdministrEtive

Cosr Limits

91.600 None

99


