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INDf, PENDf, NT AUDITOR'S RXPORT

To the Honorable Mayor and
Members of the Municipal tegislature
Municipelity of Guayama, puerto Rico

We have audited the accompanying financial statements of the govemmental activities. each major fund.
91f ltrg 3.eer"eut" ,remaining fund information of the Minicipatity oi Cu.yr.", puerto Rico(Municipality), as of and for the fiscal year ended June :0, ZOif, ,i,f.,ilf, cot[ctivety comprise theMunicipar;tv's basic financiar statements as risted in the tabre ofcontent;. rhe;e ;;iar statements are theresponsibility of rhe Municipality,s management. Our responsibiliry i, to 

"r,fi"., opinions on thesefinancial statements based on ouraudit.

we conducted our audit in accordance wirh auditing srandards genera,) accepted in the united states ofAmerica and the srandards applicabre to financiar 
-audirs 

,"n in"a i"' c.r"irr"nt luaring startrards.is>ued b) lhe Comptroller Ceneral of the I nited S@tes fnor. ,r"narr* ..fri.. ,;", ";;i;;""";';;;;rhe aodit to obtain reasonabie assurance_about whether the n*""i"r ul_o..* *e free of materialmisstatement. An audit includes examining, on a test basis, ."ia*"" l"pp.i;"g the amounts anddisclosures in the financiar statements. An au-dit arso incrudes assessin-g rr* 
""ifi"rirg p.rr"ipres used andthe significanr erlimates.made by manaSemenl. as *ell a. eualuaring,f,.-ii.r"li nnun.irt ,,ur"rn.n,present-ation. We belie\e lhat our audir provides a reasonable basis for oriopini*r. 

-

As discussed in Note 6 to the financiar statements, the Municipality has not recorded certain capitar assetsincluding the infrastructure in the governmental act;ritles uni acc-o.dingfr, i", ".i ,**O"O depreciationexpense on those assets. Accounting principles generally accepted in,f,""f]n;tJ iiur", ofemerica requirethat those capirar assets incruding infrastructure be.capitarized -a a"f*"iriJ i,'t i"i woirrd increase theassets. net assets and e\penses ofthe sovemmental acliviries. fhe amouni U1 ,h"f,ilis a"punu.. *outaaffecr lhe asqers. ner a.sers and expense-s of rhe gor"rnr"",ri".,ir;,i., irlorll"roniO,, o"n*in"0,..
As discussed in Note 8 (e) to rhe financial. statements, the Municipality did not comply with therequir€ments estabrished bv starement No. 18. Accountingjot Lluhiiip"i'iiia i"i"ura1t, crosure andPost Closute Carc Cosl.r. issued bv the Covemmental Ac-counting Stina^ia. Sou,i'una tt" ,"grtution, ,"tlonh b1 the L.S. Environrnenr Prorecrion A8ency AtJune J0, iO f i. ,f" l.."rp^"v,rg sratemenl ofner
::::: :j"::::i.ltl,I for.ctosure and post crosure care co,rs or rr," v,"i.["i5-.:,. 50t,d r+asre randfiustng an eslmale made bt lhe manasemenl.of rhe N,tunicipaliry and nor based on a srud; of rhe acnralIandfill capac;rj used. The amount b; $hich this depanuie uoutd 

"ff".i,i" fi"Uiiu*, net asserr andeKpenses ofthe govemmentai activities is not reasonably determinable.

In our opinion, because ofthe effects ofthe maner discussed in the preceding paragraphs. the financialstaremenls refened ro preriously do nor presenl fairl). in.conformif ,ii,i-r.."i,rii"g:pri^cipter generallyaccepted in rhe Uniled Srale\ of America- ttre. finarrciat p".i,i." irf ,il g"1;."mebnrat acriuities of rheMunicipality as ofJune J0, 20t l, or the change. in nnrn"i"ip".iti*, in"r*f"t", it 
" 
i"".,,,." 

"ra"a.

I

'";"ii;"?i?;i-;'.?i'. il'..t"".ir"";."-;"I;...1;";"1",r"io?,1.X;."1"J"o



INDf, PENDENT AUDITOR,S REPORT (CONTINUED)

ln addition. in our opinion, the financial statements referred to previonsly present firirly, in all materialre-spects, the respective financiar position ofeach major fund, and rhe aggreiui. i.r.in ing runa inro.rutionof the Municipality, as ofJune 30. 20 t l, and rhe resiective changes inir"nri"irl [.iiion, fo.,n" n.""f y"r.
then ended in conformity with accounting principles generally aclepted in tt" UnilJ itut". ofarn".;"u.

In accordance with Goverfinenr Auditing sranda,t, we have also rss'ed our report dated March 3 r, 20 r2.on our consideration of the Municiparity s inremar contror over financiar ."po,ii"g una on our tests of itscompriance with certain provisions of laws, regulations, contracts, and grant agreeiJnts and other matters.The purPose of that report is to describe the scope ofour testing of int"itur 
"oii.oior". nnun"iar ."po.tin!

and compriance and the resurts of that testing, and not to prov_ide an opinion on the rntemar contror overfinancial reporting or on compliance. Thar report is an integral pan olan audii pe.formea in accordancewith Government Auditing.rrdrddr./s and shourd be considerJd in assessing rhe res'utis otour a.dit.

Accounting principles generally accepted in the united_stares of America require that the management,s
discus5ion and analls;s rnd rhetudgetar) comparison information on pages J rhrough t.l and 5g through O Ibe prernred to luppremenl lhe basic financiar )laremenrs. such informarion. afthouih nor a part or'rhe basicfinancial statements,-is required by the Gowrnmental Accounting standards Board] who considers it to bean essential pan of financial reporting for placing the basjc- financial statements in an appropriateoperational, economic, or historical context.. We_havi applied cenai. timitea i.ocearres to the requiredsupplementary information in accordance with audiring standards generatty u"".it"Ji, tt 

" 
unit"a strte. orAmerica, which consisred of inquiries of managemeniabour the riethoOrif pr"iuring tL" information andcomparing the information for consistency with management s responseJ tJ our"rnqui.ies, tre basrcfinancial statements, ard other knowredge we obtained d-uring our uuii oiirr"lrri" nnunciar statemenrs.we do not express an opinion or provide any assurance on the information because the limited procedures

do not provide us with sufficient evidence to express an opinion or provide any assurance.

our audit was conducied for the purpose of forming opinions on the financiar statements that corectiverycomprise the Municipality's financial statem^ents.as a whole. The accompanying sctear.,te of expenaituresoffederal awards is presented for purposes of additional analysis as reqri[a 6y 3.i. om*.fMJ""g"r""t
and Budget Circular 4-133, Audits of States, Iocal Goverinenrs, 

"ia N*_' proj, Org*izarions, and isalso not a required part ofthe financial stateme-nts. The schedule of 
"rp.nairu."Jori"a".al awards is theresponsibirity of management and was derived from and rerate directry io underrying accounting and otherrecords used to prepa.e the financial statements. The information ias 1"." l"li*t"a to the auditingprocedures applied in rhe audit of the financial statements and 

""rtuin 
uaairion"ip.oc"dures, includingcomparing and reconciling such information direclly to rhe underlying u."ount;nfuna'ott 

", 
."cords used toprepare the financiar statenrents or to the financiar statemenrs thems.r*., 

"rJ "1r,", ^aaru"nar 
proceduresin accordance wirh audiring srandards eenemlly accepted in th" Unit"d atr;;i;n.lrica. In our opinion,the information is fairry stated in aI ma-terial respects in reration to the fi"r"ai"r rt"i.*"ro 

", " 
*r,or..

P#?;S#;.k
License Number 5200

Guayama, Puerto Rico
March 31. 2012
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

MANAGEMENT's DIscUSsIoN AND ANALYsIs
FoR THE YEAR ENDED JUNE 30,20II

Management of the Municipality of Guayama of the Commonwealth of puerto Rico (the Municipality)
provides this Management's Discussion and Anal),rir (MD&A) for the readers ofthe Municipality,; basi;
fnancial statements.-This narrative repr€sents an overview and anarysis of the financiar activities of the
Municipality for the fiscal year ended June 30, 201 L

Because this MD&A is designed to focus on the c$renr year activities, resulting changes and currently
known facts, we encouage readers to consider the information presented in this"MD&A in conjunction
with the additional information fumished in the accompanying basic financial statemenrs.

In this statement the condensed Stetements ofActivities, Balance Shee! and Statement of Operations for
the fiscal yea. enged June 30, 20rr are presenied in a comparative approach ro financiar statements of
fiscal year ended June 30,2010.

FINANCIAL HIGELIGETS

a) Govenmant-Vrde Eighlighls

.,4ssers-TheMunicipalityhasreportedassetsamountingto$l5T.2millionsintheaccompanying
statement of net assets, of which the most significant are capital assets and cash, u_ountlrg ti
$106.4 millions, and $47.5 millions, respectively.

o Liabilities - The Municipality has reported liabilities amounting to $64.0 millions in the
accompanying statement of net assets, 

_of -wiich the most significaat are bonds pa)€ble,
commitrnents and contingencies, estimat€d riab ity for municipar ;rid waste landfill ctosure and
postclosure care costs and uneamed revenues amounting to $r3.3 millions, $16.0 millions, $9.3
millions and $E.2 millions, respectively.

' Ne, asserr - The assets ofthe Municiparity exceeded its riabilities by $93.1 milions at June 30,
2011, which is presented as "net assets" in the accompanying statemint ofnet assets. Resticted
net assets and unreshicted deficit amounted to $5.1 millions ind $5.6 rnillions, respectively. Net
assets invested in capital assets amounted to 993 .7 millions.

. Nel charrge in ,rdt ossat$ - The Municipality's net assets increased by $6.I millions during fiscal
year ended June 30, 201 L

. Revenues - The Municipality has reported total revenues amounting to $50.9 millions in the
accompanying statement of activities,-of which the most significani are taxes, and operating
gants and cont butions, amounting to $22.7 millions and $lg3 millions, respectively.

. Expenses - The Municipality has rcported total expenses amounting to $44.g millions in the
accompanying statement of activities.

b) Goternmental Faids Eighlights

. 
1y:1-s -.The Municipality,s Sovemmental funds have reported combined assets amounting to
$56.9-millions in the accompanying balance sheet _ govemmental tunds, ;f which the most
significant arc cash, due fiom other funds and granti and contributions accounts rec€ivabre
amounting to $47.5 millions, $6.8 millions and g1.i millions, respectively.



COMMONWEALTH OT PUERTO RICO
MUNICIPALITY OF GUAYAMA

MANACEMENT'S DTSCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30,20I1

. Liabilities - The- Municipality s govemmental funds have reported combined liabilities
amounting to 936.9 millions in the accompanying balance sheet _ govemmental funds, ofwhich
the most significant are commitment and co;tin-gencies, deferred-revenu"r, are to other firnds
and accounts payable and accrued liabilities amounting to $16 millions, $E.3 millions, $6.Emillions and $3.3 millions, resp€ctively.

. Gotententolfufid balances -TheMwicipality's govemmental funds reported combined fund
balances amounting to $20.0 milltons.

. Net change in gowmne al fund balances _ The Municipality,s govemmental fund balances
increased by $1.1 millions during fiscal year ended June 30, )01 i.'

. Retenues - The Municipality's govemmental firnds have reported combined revenues
amounting to $51.8 millions in the accompanying statemenl of;venues, expenditures and
changrs in fund bala.nces - govemmental funds, oi which the mosi significant are grants and
contributions, property taxes, intergovemmental revenues, municipal lic;nse ta-xes and sales tax
amounting ro $16.5 rnillions, $12.2 nillions, E.2 millions, $7.6 rnillions and $i.l millions,
rcspectively.

. Expendirarcs - The Municipality,s gov€mmental funds have reported combined expenditures
arnounting to $51.4 millions in the accompanying statement ;f revenues, expenditures and
changes in firnd bala[ces _ govemmental firnds, of;hich the most significant ar€ categorized as
education, general govemment, health, sanitation and w€lfare, public-works and capi;l outlays
a.rnounting to $13.0 millions, $11.0 millions, $5.1 millions, $f.7.ittior. and $e.8 mi io;s
resp€ctively.

USING TIIIS AIYIIUAL RXPORT

This annual report consists ofa s€ries of finarciar statements focused on both the Municipality as a whole(govemment-wide) and the major individual funds. Both perspectives (govemment_wide'and rnajor funJj
allow lhe user_to addrcss relevant questions, broaden a basis ior compa;ison (year to y€ar or govemment
to govemment) and enhance the Municipality s accounlabilitj.

OvERVIf,W OF TEE BASIC NNAIICIAL STATf,MENTS

The Municipality's financial statements incrude three components: (l) the govemment-wide financial
statements, (2) the fund financial statements, and (3) the notes to t hnanciat statements (collectively
known as the. basic financial statements)...This report aho conrains aaaitionai iequked supplementary
infomration (budgetary schedules) in addition to rhe basic financial stalements- themserves. Tlrese
components are described below:

Govemmetrt_Wide Fio.ncial Stetements

The goyemment-wifu lnancial statemen? are designed to provide readers with a broad overview of theMunicipality's operations and finance as a whole in a manner similar to p.ir"re-.""m. uusiness. Thes"
statements provide short_term and rongterm information about the N4unicipaliry's financiar position,which"ssist the Municiparity's managemenr ro determine rhe economic 

"oniilo, i,,rr" "no 
or rr," n""utyear. These financial statements are prepared using the flow of econori" ."aoui"", ."urr."."rt fo"u.

4



COMMONWEAI,TH OF PUERTO RICO
MUMCIPALITY OF GUAYAMA

MANAGEMENT,s DrscussroN AND Ai{ALysrs
FoR THE YEAR f,NDED JT,NE 30,2O1I

and the acqual basis ofaccounting. This basically means that these financial statements follow methods
that are similar to those used by most businesses. They take into account arl revenues and expenses
coDrected with the fiscal year ended June 30, 20r r even if cash invorved has not been received o; paid.
The gov€rnrnent-wide financial statements include: (l) the statements of net assets and (2) the statement
ofactivities.

Statement of Net Assetg

The statement of net .urer, presents aI of the Municiparity's assets and riabilities, with the difference
between these two items reported as "net assets" (equit)). over time, increases or decreases in the net
:rssets may serve as a us€fuI indicator of wh€ther the financial position of the Municipality is either
improving or deteriorating.

StateEeot of Activities

The statem€nt of activities presents information showing how the Municipality's net assets changed
during the fiscal year ended June 30, 2011. All changes in net assets are reported as soon as 

-the

underlying event giving rise to ihe change occurs, regardless of the timing of relited cash flows. Thus,
revenues and expenses are reported in this statement for some items that will not result in cash flows untii
future fiscal periods (such as uncollected taxes and eamed but unused vacation leave). This statement
also presents a comparison between direct expenses and program revenues for each function of the
Munic ipality.

Both of the abovementioned financial statements pres€nt all the govemmental activities of the
Municipality, which consist mostly of taxes and intergovemmental revenues (such as federal giants).
Most services provided by the Municipality fall inro this caregory, including, geneol govemmen{public
works. heal$. sanilation and \aelfare, and education. etc.

Futrd Financial St4temetrts

The Municipality's fund lmancial statements, which consist of: (l) the balance sheet _ governmental
funds and (2) the statement of revenues, expenditures and changes in fund balances _ govemmental
funds._ These financial statements r€port the financial position and results of op€rations of the
Municipality's govemmental fu nds.

A fi,nd is a grouping of related a.counts that is used to maintain control over resources that have been
segregated for specific activities or objectives- The Municiparity, rike most other state and rocar
govemments, uses fund accounting to ensure and demonstmte compliaace with finance-related legal
requirements. Each fund is considered an independent fiscal entity iccounted for wittrin a set of se]f-
balancing accor:nts that comprise its assets, liabilities, firnd equity, revenue, and expenditures. Fund
accounting_ segregates funds according to their intended purpose and is,sed to aid management in
demonstmting compliance with legal, financial and contractual provisions.

The fund fmancial statements focus on: (l) individual pads of tie Municipality,s govemment and (2)
reporting the Municipality's opemtions in more detail than the govemment-wiie f;nancial statements_
For financial reporting purposes, the Municipality clas,sifies its funds within the following lirnd
categories: (l) general fund, (2) debt service firnd, (1.) sp€cial revenue funds and (4) capital projec6linds
(collectively Lnown as the'govemmental fu nds..).

5



COMMONWEALTH OF PUERTO RICO
MUMCIPALITY OF GUAYAMA

MANAGf, MENT's DNCUSSIoN AND ANALYsIs
FoR THE YEARENDf,DJUNf, 30,2O1I

Govemmental funds are used to account for all. of the services provided by the Municipality.
Govemmental funds are used to accounl. for essentially tie same funJtions ,fo,i"a 

^ 
gor"*_"ntit

activities in the govemmentar_wide financiar staremenls. However, unrike rhe goiemment-wide ftnancial
statements, govemmentar fund financial statements focus on near-term inflowsind o,tflows ofspendabre
resouces. They also focus on the balances ofspendable resources available at the end ofthe fiscal year_
This.-approach i: !""1" g using the flow of curent financial ."aou."", 

^"".rr"."rt focus and the
:n:difi:d.f:rua] basis of accounting. These statements provide a detailed short-term view of the
Municipality's finances that assist in det€rmining whether there will be adequate iinancial resources
available to meet the current needs ofthe Municiparity, which is, evaruating the iuuniciparity,s near-term
f inancin g requirements.

Because the focus of govemmental funds is narrower than that of the govemment-wide financidl
statements, it is useful to compare the fund information presented for goverimental funds with simila,
information presented for govemmental activities in the govemment-widi financial statements. By doing
so, readers may better understand the long-term irnpact of the Municipality,s near_term financial
decisions.

Forfinancial reporting purpos€s, the Municipality has three major funds: (l) General fund, (2) Head Start
tund aad (3) Debt service fund.

Notes to tbe Basic Fitranci.l Statemedts

The notes to the basic financiar statements provide additionar information that is essentiar to a fufl
unde*landing 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 Supplemertary ItrforDatiotr

The basic financial statements are followed by a section of.equired supplementary information consistingof a budgetary comparison between actual op€mting resulis with iire o.iginit Uoaget ana U" nnal
amended budget for the gener-al firnd and debt service firnd.

INTRASTRUCTURf, ASSETS

Historically, a.govemment's largest group of assets (infrastructure _ roads, bridges, trafiic signals,
onderground pipes [unless associated with_ a utility], etc.) have not been ."po.t d'no. depreciated ingovemmentar financiar statements. cAsB 34 requires that these assers be valued and reported within thegovemmental column ofthe Govemment-wide_Financiar statements. Additionaly, the govemment mustelect to either (a) depr€ciate these assets over their estimated useful rife or 1b1 deielop a systern of assa
management designed to maintain the service delivery potential to nea, p;;etuity. If the govertunent

*r^"^,:t1:::ll"r:gemenr sysrem (modified approach) which periodicalty (at t,;t erery rhird year).
D) caregory. measu'es and demonsrmtes ils.maintenance ofrocafl] estabrished revers ofservice staniards,the govemment may record its cost of maintenaace in lieu of depreci"tion. ifr"_irlo*"tion about thecondition and mainrenance ofthe govemment infrasructuie assets should 

".sisi 
i.an"i"l ,t tement t s"..rn evattlatlng a Iocai governmen( and its performance over time.
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COMMONWEAITH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

MANAGEMENT's DrscussroN A\D AxaLysrs
FOR THE YEAR ENDf,D JUNE 30,20I1

FINAIICIAL A,]\AIYSIS OF TIIE MUMCIPALITY AS A WI{OLE

Net A-srets

As noted earlier, net assets may serve over time as a useful indicator of the Municipality,s financialposition. In the case of the Municipality, ner assets (excess ofassers over riabiliries) amounted to $93.1millionsarJunel0.20llcomparcdto$8T.lmilljonsaltheendoflhep.eviorrsyear.

The- largesl portion of the Municipality's net assets is invested in capitar assets, net of their rerated debt($93.7 millions). The Municipality's net assets is also composed of net assets amounting to $5. I rn illions
that are r€stricted for (1) future debt service payments,-(2) ihe future acquisition or consrudion ofcapital
assets and(3) other purposes, mainly the financing offederal and state assisted progmms. In addition, the
Municipality's net assets arc reported net of unrestricted deficit of $5.6 millions.

The unres'icted deficit. is the consequence of previous budges. which did not provide funding for
rncurred long-term obligations such as landfill closure and postclosure costs. Historically. such
obligations have been budg€ted on a pay as you go basis without providing funding for thei;-future
liquidation. Consequently, the Municipality cannot draw from its exis;ing asse;s to provide se*ices to its
citizens and depends on its raxing abilig to conlinue irs operarions.

The portion ofthe Municipality,s net assets invested in capital assets such as land, buildings, equipmen!
etc., less any outstanding related debt used to acquire thossassets, are used by the Municipaiity to provide
services to its citizens; consequentry these assets are not availabre for furure spending. Although the
Municipality's inveshnent in its capital assets is repo(ed ner of rerared deb! ir ;ould be noted that the
resources needed to repay rhis debt must be lrovid€d ftom the debt service fund, since the capitar assets
themselves ca.not be used to liquidate these liabilities.

THIS SPACE HAS BEEN LEFT IN BLANK INIENTIONALLY
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

MaNAGSMENT,s DlscussroN AND.{\ALysts
FOR THE YEARENDED JUNE 30,20I1

The following is a condensed pEsentation of the Municipality,s financial position, as reported in the
govemrnent-wide fi nancial statementsi

Comparative Condetrsed Staterlent ofNet Assets
Covemme rtal Activitics

June 30,

20lt 2010
Assels:

Current assets

Noflclmellt assets:

Capital assets, net

Totalassets

Liabilities:
Curert liabtrities

Long-term liabilitbs due withh ooe year

Long-term lbbilities due affer one year

Tdal liab ities

Net assets (lh t ilitier) :
Invested in capiial assets, net ofrehted deh
Restrbted
Unrestrbted

Total net assets (a! restated)

$ 50,795,944 $ 33,930,198

106426,t46 t02297 910
$ 157222.090 $ 1.16128.108

28,8n,798 D,n8,454
2918277 3,030$10

32277,4q2 X)0s:749
64,073.567 49.164.8t1

$ 93,684,851 $ 85,580,09
5,061283 9,ts'1,951
(5,597,611) (7,67+7s5\

$ 91.r,{t.521 $ 87.06329s

Chang€s iD Net Ajsets

The Municipality's net assets increased by $6.1 millions. Approximately 44 Fie.cent ofthe Municipality,s
total releflues carne fiom taxes, while 52 percent resulted from grants and contributions including federal
financial assistance. The Municipality's expenses cover a range of services. The largest expenses were
for education (29 percent), general govemment (24 percenr), public works (17 p€rcent)-and health,
sanitation and welfare (15 percent).

8



COMMONWEALTE OF PfTERTO RJCO
MI,INICIPALITY OF GUAYA]I'A

MANAGEMENT'S DISCUSSION AI\D A]YAIYSIS
FOR TIIE YEAR ENDED JUItf, 30. 2OT I

The following is a condensed presentation ofthe Municipality,s results ofoperations, as reported
in the govemment-wide financial statements:

StateDetrt of A.tivities
GovernrDetrtal Aciivities

Fiscal Years Etrded June 30,

20lr 2010
Progitm reverues:

Program-specific operating g.ants and contributions
Prograrn-sp€cific capital gants and cont butions
Charges for services

Total progmms revenues

General reverues:
Property tax€s

Municipal license taxes

Conshuction excise taxes

Sales tax

Grants and contributions, not rest cted to
specified programs

Unrestricted interest on deposits
Miscellaneous

Total revenues

Program etpetrsB:
Geneml govemment
Public safety

Public works
Culture and recreation

Health, sanitation and welfare
Education
lnterest on long-term obligations

Total expenses

Net increrse in ,$etr
Net rssets, at beginnitrg of li$al year, as restrted
Net assets, at €trd of fiscal year

19,085,930

I I,26l,l 19

7,631,074

684,181

3,076,027

7,884,292

t60,4t6
1,142,340

50,925,319

10,845,007

2,657,302
?,472,608

2,821,t44
6,806,062

t3,131,E74

1,106,154

44,E40,15 t

6,085,22t
E7,063,295

$ 91,148,521

$ l E,289,1 l8
453,145

34f,667

$ 12,960,904

498,625
154 OrO

13,E18,548

I 1,809,808

7,633,E04

277,540
3,364,415

7,8t7,416

106,677

t0 t,309
45,629,51'l

8,324,235

2,724,t94
5,624,760

2,',l62,906

6,506,026

12,293,9t9
1,180,484

39,416,524

6,213,053
80,850,242

$ 87,061,295

9



COMMONWf,AI,TH Or PUERTO RICO
MUNICIPAIITY OF GUAYAMA

MANAGEMf, MT'S DISCUSSION AND A]\AI,YSIS
FOR TIIE YEAR EIYDED JUNE 30.2O1I

FINAIICIAL AIIALYSIS OF TIIE MI'MCIPALITY'S GO!'ERNMENTAI FUNDS

Comparative Condetrsed Balitrce Sheet - GovemEetrtel Fodds
Major end other governEental funds

June 30,

201! 2010
Assels:

Total assets

Combined total assets

Liabilities:
Total liabilities - major and other govemmental funds

Combined total liabilities

Fund balances:

Restricted, committed and assigned - major and

other govemmental funds
Unassigned - major and other govemmental funds

Combined total fund balances

Toral liobiliries andfun.l balances

18,157,140 15,227,651

$ 56.936,671

56,936,671

36,9t I,403

36,931,403

$ 35,617,330

_l:{11339_

16.67).121

t6,612,72t

1,848,t2E 3.7t6.9s2
20,005,268 18.944.609

$ s6,936,671 $ 35,617.310

Anatysis of Financiol position of Gownnental Fulds

As discussed earlier, the Municiparity uses firnd accounting to ensure and demonstate compliance with
finance_related legal requirements. The focus of the Municipality's govemmentar funds is to provide
information on near-tenn inflows, outflows, and barance of spendable resources. such information is
useful in assessing the Municipality's financing requircments. In particular, unreserved fund balance may
serve as a usefirl measurc ofa govemment's net resources ava able for sF,ending at the end offiscal year.

At June 30,2011, the total assets of govemmental funds increased by $21_3 millions (60 percent). Total
liabilities ofgovemmental funds increased by $20.1 nillions (i 22 percent).

For a detailed explanation ofthe individual fluctuations oftotal assets and total liabilities ofgovemmental
funds, please refer to the previous financial analysis ofthe govemment-wide financial statements included
in this management's discussion and analysis, where a detailed discussion ofmost ofthese fluctuations has
been made.

The total fund balances increased by $ I . I millions during the current fiscal year.
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COMMONWEALTH OF PUERTO RJCO
MUNICIPALITY OF GUAYAMA

MANAGOMENT,s DIsCUssToN AND ANALYsIs
FoR THE YEAR ENDED JUNE 30,2OII

The following is adetailed financialanalysis of lhe Municipality,s govemmental funds:

Major GoyemDctrtal Futrdr

GceeIlL. fund The Cenerat tund (GF) is the principal operating tund of rhe Municipality. The GF,s
total assets ainounted to $30,411,196 atJ,-e:0, UOli. Suctr assits consist mainly of uffestricted cash
and cash equivalents ($27,1 19,545).

The cF's total liabilities arnounted to $27,158,143. such liabilities are composed mainly of commitment
and contingencies ($15,984,516) and defened revenues ($?,842,778)_

At the end ofthe cunent fiscal year, the fund balance ofthe GF,s amounted to $3,254,853.

Hgad Sta4 fupd - Th€ Head Staft special revenue fund (HSSRF) total assets amounted to $754,159,
which consist mainry ofcash in commerciar banks ($535,977). Tte ilssRF,s total liabilities amounted to
$754,159.

Debt service fund - The debt service fund (DSF) total assets amounted to $5,219,25I, which consist of
restricted cash in fiscal agent ($5,138,000) and property t&xes receivable (git,23l). The DSF,S total
liabilities amounted to 92,M7,264, which compos;d ;f: (l) matured bonds due and payable (g1,515,000),
(2) matured interest due and pay^ble ($532,264). At the end of the current fiscat year, osPs total and
restricted fund balance reached $3,171,987.

-oj!g{. qo-v-ertr4ertal furds - The other govefifnental funds (oGF) total assets amounted to
00,1s0,065, wli6l3ensist mainly of restricled cash in fiscal agent and cornmercial banks (gg,j47,l4g).
The OCF'S total liabilities amounted to $6,971,617, which are-composed mainly oidue to other funds($4,242237), a,,d aecounts payabte and accrued tiabilities ($2,218,4dt). ar tt 

" 
lna-or U" 

"urent 
fiscal

year, OGF'S total fund balance reached $13,578,42g.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

MANAGEMENT,s DIscUSSIoN A]iD A\ALYsIs
FoR THE YEARENDED JUNE 30,2oII

Cotrdensed Statement of Reverues, E!p€trditures aDd Chatrges
in Fund Balatrces - Goverumental Funds

FiscaI yearE[ded June 30,

201I
Reveaues:

Excess of expenditures ot er rereiues

Ofierrtnancirrg sources ( ses), net:
Other lruncing sources. net - mailr

and other govemmental fimds

Combined other fmancing souces (uses), net

Net change i fufud fulance

Fuad balarce, at beginning offiscol yeat
FMd fularrce, at end offiscal yeot

CAPITAI ASSETS A.I{D DEBT ADMIMSTRATION

2010

432,659

$ 45,194,033

45,194,033

4,9@326
49&,326

2233,707

628.000 75s.0{m

628,000 755-000

r,w6s9 2,988,707

18,944.609 15.955-m2

$ 20,005:68 $ 18,944.609

Totalrevenues - nrai)r ard other govemmental firnds $ 51,g15,g09
Combined total revemres 51,815,809

Expe dilutes:
Total expendtures - maj.r and other goverru:nental flmds 51,1g3,150

Cornbined total expendirues 51'383,150

Capital Assets

The accompanying statement ofnet assets reported total gross capitalassets, at cost, amounting to $125.6millions. The rerared accumurated depreciation and amort;zation or 
"apitut 

asset. amounted to $lg.l
II^.1"_-.'_1,1 I]:**1. i,. capiral assets. includes land. buitdings. improremenrs. equipmenllnrasmrcn,e and consmrction in progress. Infrasrrucrure assets are irems that are normaly immovabreand of value only to the municipal govemment, such as mads, Ulag"., .t""i. *j 

"ia.waiks, 
drainage

systems, lighting systems, and sirnilar items.

a:tl]1l- 9.{. incurred to purchase or construct capiral assets were $6.3 millions for the year ended June30,2011. Depreciation and amortization charges ior the year totated $2.1 ;iilt;;..- "

The Municipality finances a significant portion of ir construction acliviries rhrough bond issuances andsrate and fedeml 8lants. The proceeds from bond issuances a"rigur.a ioi"onirr"tron activities arecommitted in its entirety for such purposes a[d cannot be use for any oth"; il;;.;;. 
-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

MaNAGf, Mf, NT's DrscussloN AxD ANALysrs
FoRTHE YEAR ENDED JUNE 30.20II

Debt Administrrtiotr

The laws and regulations of the Commonwealth of puerto Rico have established a limitation for theissuance of Beneral obligarion.municipal bonds una not". fo, tt 
" 

pufrenioi"*ii"'itfr. gooa faitfr, c."aitand taxing power ofeach municipality may be pledge.

The applicable laws and regulations also require that in order for a municipality to be abre to issueadditional general obligation bonds and notes, the municipaliry must hav" .rm,"i"nl ..puyrn"nt 
""pu"ity,,.i::.):; jl,:l]l,I: i:e6 

as amended. provides rhar a municipatiry has i,n"i.ni ::p,y,"n, 
",p,",q..to,ncur aodrrronat Senerat obtigalion debr if deposirs in Municipality.s Redemplion fund and the annual

amounrs. to be collected thought the Municipaliry's Special Adlirional fa! 1as Aefinea belowy, asprojected by_ the 
-Govemmenr 

Development Bank for iuerto nico, witt te'srimcient to service thematurity of lhe Municipaliry.s ourstanding general obligation debt and any additional proposed generalobligation debt ("Payment Capacity,').

The Municipality is required under appricabre raws and regurarions to lery the special Additionar rax insuch amounts as shall tre required for the payment of ils ge;eral obligatiori munic'ipJ Uonds and notes. Inaddition, principal of aDd interest on ill generat ott",g"tion muni"i;;i Uonds?a notes ard on altmunicipal. nores issued in anticiparion o.f rh:_ h:uan:: of g*"*f 'oUfig"iio, ionds issued by rheMunicipality consritute a hrsr lien on 
_the 

Municipality,s 6*i" f* irl""r"r. Accordingly, theMunicipality's Basic Tax revenues would.be availabte to."k. d;; ;;;i;;-;"ymedrs on generalobligation municipal botrds and notes to rhe.extenr rhar tf,. ip""i"i ealiii.""f.to L",ni"d by th"Municipality, together with moneys on deposit in rhe vunicipaliyi [eaem-ptioi F-und, are not suffrcientto cover such debt service. It has never tcen necessary to apply Basic t'axei io pay aeUt service ongeneral obligation debt ofthe Municipality.

ECONOI4IC FACTORS AIYD NEXT BTIDGETS AI\'D RATES

The fvlunicipality relies primarily on property and municipal license ta-xes, as well as, lbderar and stategmnts to carry out the govemmental actilities. Hinoricaaly, property and municipal license taxes havebe€n very predicrable with increases not genera y exceedi'n!'4;;;;. ild.-J-g."n, ."u"nu". ."yvary ifne* granrs are available bul lhe rev;nue i. 
"tro 

r".y piai.rrlt".

IP::,3:':^-::.:l::dered when preparing rhe Municipatiry.s budger for rhe 20t0_2o fiscat year.
r nere 

^were 
no srgnrlrcant changes bet\ cen the budge! for fiscal year 200q-2010 and the one for fiscalyeatr2010-2011.

REQUEST FOR INTORI/!r4.TION

This trnancial report is designed ro provide s general overview ofthe Municipality,s finances for all oftheMunicipality's cirizens, raxpayers, 
"r"ro.er., 

inu".to* and creditors. iii'i#ii"r report seeks todemonstrate the Municipatity's accountability for th€ m"r"i ii;i;r. ' 
ii;;'i;; conceming any ofthe information provided in rhis reoort or requests for addiiional iri".."ti* .ir"rfa be addressed to:Municipatity's Director of Finance. ir4r. Amilcar ay"r" e""r.a",lt i;iiil"?i"iio, ilrlr"r", pr"n" ni.",
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COMMONWEALTII OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

STATIMENT oFNxT ASSETS
JUNE 30,2011

Assels

Gov€mmental
activities

Curle assets:

Cash in commerchl bank
Account receivabbs:

Taxes:

Pro!,erty taxes

Sahs tax

Intergovemmental

Cnants and combutbns
Real estate heH for sab

Restricted assets:

Cash in commerchl banks

Cash in fiscal agent

Total curent assets

NoncurrEut asset!i

Capital assets:

Deprechbb capfral assets

Nordeprec iabb capital assets

Acummuhted deprechtion and amodzatbn
Capital assets, net of accumuhted depreciation

Total noncurrent assets

$ 33,099262

81251

155,5E2

9t6A52
1,665,t31

514800

2,668.311

l1,695,139

n,895,333

52,663980

( 19,133, t 67)

tM,a6J46
1M,426,146

Total assets s t57222,090

The accompanying notes to the basb Iinanchl statements are an integml part ofthis statement.
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COMMONWEALTH OT PUERTO RICO
MUNICIPALITY OF GUAYAMA

STATEMENT oFNET AsSf,Ts
JUNE 30.2011

Liabilities and tret.ssets

Currert liabilities (due withir otre year):
Accounts payabb

Interyovernmental payabbs

Accrued employees' chrbtrrus bonus

Accrued irferest payabb on bng-term debt
Uneamed revenues

Comihnents and contingencbs
Cunent portion of long-term oblEatbns:

Bonds payabb

Notes payabb

Compensated ahEences

Total current poition of long-term obligations

Total curent lhbilitbs

Notrcurrptrt liabilities, excluding current portiotr
(due iD rtrorE tLar one year):

Bonds p@yabb

Notes payabb

Landfill cbsure and postcbsure costs

Compensated absenses

Total noncur.ent liabiitbs
Total lhb iies

Net asse ts (defcit):
Invested ir capital assets, net of rehted debt
Restrbted for:

Debt service

Capihl pioicts
Olher specilEd purposes

Total restrbted net assets

Umestrbted
Total net assets

$ 1,545,000

fi,u

2,9t8271

31,7%,075

21,712,105

\13C/.
9332,170

l,l l5Jl3
322n,492
64,073567

93,6M,851

$ 3,171,987

530-8,16

1,358,450

5,Ml283
(5$9,611)

$ 9J.148523

C,ove mme trtal
activities

$ 32m,178

448,358

457,507

s32264

8,164,y75

15,984,516

The accompenying ootes to the basic fmancial statements are an hteg:al part ofthb statement,
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ComEonwealth of puerto Rico
Mutricipality of Gu.y.D.

Slatement of Activities
Fiscal Year Ended June 30,201I

g.arc ard ,nd chrngcsPu0ctio.-/prograDs of$2,r45,021 s.rviccs co ributions contributiotrs ir rct assits

Govemental activiri€s:
Gen€ral govemm€nr

Public safety

Cuture and .eseation
Healft. $nitation and welfae
Education

Interesl on long-term obligations
Toral govemmertat activities

- (1.106 rs4r
SJ4J,oo7 s lE,28e.|I8 i--];i r;i --;-A;;i

Erpctrses
ia.ludins sp.cific

op€.atitrg
grants aod

Prog.rD-
sp{cific
capitslChargcs

fo.

10,845,007 $ 127,95E

2.657,3U
7,472,60E

2.821,t44 215,709
6,806,062

13,131,874

$ (10,717,049)

(2,657,302t
(3,168,936)

(2,60s,43s)
(s,273243)

(226,102\

3,sso,;27

1,512.8t9

11,905,7-72

453,145

1.106.154

$ 44.840.15r

Geneml revenues

Taxes:
property taxes

Municipat ticeDse laxes
Consruction excise t,,(es
Sales taJ(

Total raxes

Gmnrs and conaibuiio , not reslricred
ro specified prog"rns

Unrestsicted inter€sr on deposits
Mis.eltan€ous

Total gen€lat revenues
Nel change in net ass€rs

Net aa*ts at b€ginning of fiscal y€ar, as r€stated
Net ass€t! at end ofyear

Th. accotuparying nores ro the basic financial sratemenls are an integ.al pad ofthis statemenr.

11,261,119

7,631,O74

684,181

3,O16.027

22.652-401

7,8U,292
160,416

1.142-340

1t,E19,449

6,085,228

Et,06r.295
s 91.t48-521
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYANtr{

BALANCE SHEf,T _ GoYERNMENTAL FUNDs
JUNE 30,2011

Mihrsov.rnmedd tuI(t

Debr Orb.r Tot t
G€Nnl H..dsr.d sedic. gov.Em.orrt gov.mm. .t
tund tund tund ftnd! turds

AsseA
Cash in com€rcial banls
Accouf receivable, Et of

albwarEe of mcoll€c6le accMts

C,rarB ald codrfrdblu
DlE fr6n goveffn€ntal ednb,
DlE fiom otlEr frnds

Cash in commercbl b6nk
C6h ir fscal agern

Lisbiliti.s .od Fmd b.|,tu..
Lirb ni.l

Accol.grts pa!"b,e and accrued

lirtifties
l Er8over.[nental payabb

Marwd honds dE aid payable

Accrued lllt€rest payabb

Comrnitnent ard cmting..cies
Toral lhbilties

Fmd brla.s

u@ssbned

Total fibd bahnces

Toral liab nies aid 6ird bab,Ees

$ 27.719J45 I 5 s 5379,717 S 33W262

5.1J8-000 655? t19 r r is5 r ro
S lo.Jll.r% ! 754.t50 tr 5ltqj5t g 20J50.0o5 S j63j6-671

- 2tE,l&2
188,795

2m6939

3443?5 $1gn

81251 - 8t2jl
155J92

- t.446955 tfi5,131
- 575,361 764fi2
- 4,800J78 6fln)17

- 1,790,009 2,668Jt I

- s 221&408 g 3290,t78

448J58
- 4242237 6,fi7317
- 510992 8J53.70

ljls,mo - tjt5,000
532)64 - \1) 76

s 798,982 $

448J58

/083J09
7,8427-78

m,788 S

48lJ7l

:

_.11184L16 rsj84-rt6
27.158J41 754,15s 2.U1264 ol,t.olT l6.9tr 4{}l

34425

1.064,400

1.E48.t28 - t.848.t:8
12s4.851 - ],1?t,e87 BJ?8.428 

- 
20.005268

t l0,4ll.l% J 754.t5S $ 5jt925t t 20J50.065 s 56_9tr !71

- 3.17t,987 2989:787 6J04.09
5!54,1X 5,454,736

5,83,905 6.198305

TlE accmpanyinA notes lo the basb lrDicial statemen$ are a. inlegral p6rt of l,\is siatement

l7



COMMONWEALTH OF PUERTO RICO
MI'I\TICIPALITY OF GUAYAMA

Reconciliation ofthe Batance Sheet - Govemmentat Funds
to the sratement ofNet Assets

June 30,20ll

The anounls ofgovemmental activities reported in the lraiement ofnet assets and the balanc€ sheet-
governmenbl funds, are different forthe folloeing reasons:

Total tund balance reported in the balanc€ she€t - govemme al tunds $ 20,00S,26E

Add (Muct):

Capital a$ets used in governmental funds activities a.€ not financial .esources, therefore
are not reported in the govemmenral funds rc6,426,146

Capital outlay ot r€al property h€ld for sale in govermenrat turd activities arc not financial
resources, therefore, are not reporred in rhe gov€mmenral fudds 5 14,800

Defered (unavailable) revenues in rhe govemmental limds that are recognized
as revenues in the statements of activiiies I 88,795

Intergovemmental r€ceivables related to Chrisrrnos bonus that arc noi considered
available financial resour€€s at fiscal year-end, th€refore, arE not r€ported in the
govemrnedtal funds. l S l.790

The following liabiliti€s are oot due (maturc) in the curent fiscal year, therefor€ arc not
reponed in the govemmental firnds:

Accrued employe€s' Christmas bonus @5j ,507\
Bonds payable ( ,742,105)
Not€s payable (173,031)
Comp€nsated abscnces eA2j,B6')
Solid waste landfill closure and postclosure ca.es costs (g,33z,],j}\

Net assets - govemmeotal activities reponed in statemenr ofnet assets $ 93,143,523

The accompanying notes to th€ basic financial statem€nts are an integral prrt ofthis starement.
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CommoDwealth of Puerto Rico
Municipality of Guayama

Statement of R€venues, Expendjtures and
Changes in Fund Balances - Covemmental Funds

Fiscal Year Ended June 30. 20t I

M. io. eov.mh.trr,l furdr

frnd

! 6275.673

1.631,074
6E4,l8l

2,395,938

5,606,325

121.958

159,315

745,569
23,626,033

11,163,669

J 5,886,457

3E8,t05

746

Ottcr

frndt

,:

29t.9E5
2.559,369
7,286510

215,709

155

frtrd.

s t2,162,130

1.63t,074
684.lEl

3,076,02a

8,r65,694
tE.450.279

343.667

160,416

1,t42,340
51,8!5,E09

10.959,450

2,554,943

6,701,310

r.846,200

6,753,855

t3,016,64E

t,656.526

I,106,t54
6,788,064

51,1E3,150

fund

D.bl

fund

Muricipal license &x6
Li@c6 ad p€mils

lntagovdnental Evmues
Gmnts and coilributions
Char8€s fo. s€rvi€s
ln&res1 on deposirs

To$l nvou€s

G€reral govdrnent
Public srfety

Culture and El!.rioll
Healtl! silation and welfarE

Toral exp€ndirurEs

Ex(B (defi ci€ncy) of €veaus
orcr (mder) expenditues

Olh.r finrNitr* roo.rs (ud)r
Tlmftsin ftomotE nmds
T6nsfe6-out to other turds
Pro..€ds aom iss@ce of bonds

Total ods financins soorces

N.t cnangc itr frd b.hm.

Fud brhnc. rt b.8intriDg

396.771

,t61.669 6.275.10E 10.750 799

9,69t,523
2,493,947

4,330,183

1,670,803

4.711,204
- 11,u9.777

113,526

38.503

- t,267,9'
- 60,996
- 2,371.t27
- t75,397
- 2,022,65',1

- t,986,E71

- 1.543,000
- 1,067,651

l0l,100 qo.4lt 6,58?,441
2J.r'?0 6,a rr.rzq.zor l"orof,if --n.41r,4t,

455,154 1,6b4,657 (1,72t.61t, 412 659

46,83t 27,A92 a,267.922
(81,292) (4,19q158) (2,t95,099)(1,E67,096)

8,342,U5
(8,342,645)

628,000

(1.867.006) tl4.46t) t1.17t.266) 6.700.E21 628.000

(1,41t,942) - (506,609) 2,s7s,2to t,060,659

offlc.lr.rr N ,. 4.660.?95 _ J.07E,596 t0,r9a.2t8 1E.9,t4.60q
rutrd b.r.,c. * r..rorrkr,"* \i,@ s . l-itiiIi llffiq:a s z0.00s,ros

t, 

--

The acompanyin8 nore-s io lh€ basic fimcial sratmmrs aE e iniegral pan of fl\is $areftat.
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COMMONWf,ALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

R.OCoNCILTATIoN oF TIIE STATEMf,NT of IIf,vENUEs, f,XPENDTTURES AND_ 
CHANGES IN F'UND BALANCES - GoVERNMENTAL trTNDs

TO THE STATf,MENT OF ACTIYITIES
FISCAL YEAR ENED JUNE 30,2O1I

- Gov€mmental activfrbs' anxrnts reForted in the staternents of activlies and rhe starement of revenues,
e4enditures and changes in fimd babnces - govemmental fimds are diff€rence b€cause:

N€t change in imd bahnces reported ir statement ofrevenues, expenditues and changes in fimd
bohnce - govermnental fimds. $ 1,060,659

Add @earcth)
The folbwhg revenues reccrded il the staternent of actMies do not pmvi& cune

_ frrancial resofce, derefore are defeEed in the govemmental fimdsi
Decreace in profErty tax &fered revenues (901,003)

_ C.overnmental ftnds rep6t capital ouhls as €xpendi\ues. Howevet in the statement of
activities the co6t ofthose assets arca albcated over thei estinated usedftl li!€s as
amortiatim exlEnse. Thb b the alnount by which capital drbys exceeded deprecbtix and

_ amodzation €qeDse. 4,tZE2jJ6

The cost of fouteen houses to be soh to bw ro moderate hcorne famijes 5 14800

Repaymert ofprbci!61ofbng term obligatix b an expEndlule b the governmenal fi.nds ht
tlle repayment rEdrces bng term lbbihbs iq the stat€rnent of net assets. t,656j,26

- Some expenses rcported h the statemert ofactivi&s do not requi€d d|e use ofcunent fnancial
r€sources, thereffie are not reported as eryerditur$ h the govemmental fimds. 6li\o1o

- Th€ hndil cbsue and pGtchures care cost (b noi r€quird the use ofcment {ilancial
reso,rces and th€refore are not repcrred as ependiures h the fim& fnancial statement_ (408,000)

- Proceeds frcn bsuance of b(rld Fovide current fDarrcial resotnces to govemmental
fm4 hn bsuhg such debt increases bng term fabilfties h the statement of net assets. (623,000)

Net change ir net assets as reported in the accompayi,tg sratemeit of activfries

$6,085128
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Summery of Sigtrifi caot Accoutrtiog Policieg

The Municipality of Guayama (the Municipality) is a local mmicipal govemment in the
Commonwealth of Puerto Rico (the Commonwealth) founded in 1736. .Iire 

Municipality has full
Iegislative, fiscal and all other govemmenral powers and responsibilities expressry assignediy public
Act No. 8l of August 30, 1991, as amended, known as Autonomous Municipalitls Act of the
Comftonwealth of Puerto fuco (Act No. 8l). The Municipality is one of seventy_eight
municipalities legally sepamted from the Commonwealth's govemmeot.

The commonwealth s constitution provides for the separation of powers of the executive, legislative
and judicial bmnches of the Commonwealth and the municipaliaies. However, the Munic-ipality,s
govemmental system consists of executive and legislative branches only. A Mayor, electj every
four years by the citizens, exercises the executive po\.ver of the Municipality. The legislative power
ofthe Municipality is exercised by the Municipal Legislature, whose mimbers are alsi elected every
foxr yea6. The Geneml Justice Court System of the Commonwealth, which has jurisdiction over the
Municipality, exercises the judiciaty power in the Municipaliry.

The Municipality assumes either partial or full responsibility for providing services to its citizens
related to public housing, welfare, public safety, health, sanitation, educaiion, culture, recreation,
urban development, economic developmen! and many other fiscal, geneml and administrative
serylces.

a) Finarrcial Reporting Model

The accompanying basic financial statements present the financial position and the results of
operations ofthe Municipality as a whole, and its various govemmental firnds as ofand for the
fiscal year ended June 30, 2011 in conformity with accounting principles generally accepted in
the United States of America (GAA?), as prescribed by the Govimmental ,{ccounting Standards
Board (CASB).

According to the financial reporting model established by GASB Statement No. 34, Bosic
Finarrcial Statements - and Manogement,s Discussion and Analysis _ for State aad Local
loveylments (GASB No. 34), the required basic financial starement pres;nhtion applicable to
the Municipality is composed of the following elem€nts: (l) govemment-wide financial
statements (GWFS), (2) govemmental firnd financial statements (GFFS), (3) notes to basic
financial statements, and (4) required supplementary infonnation (RSl).

RSI is information presented along with, but s€parate from, the Municipality,s basio financial
statements. RSI is composed of the following elements: (l) Managementls Discussion and
Analysis (MD&A), (2) Budgetary Comparison Schedule _ General Fund, and (3) Budgetary
Comparison Schedule - Debt Service Fund.

MD&A ]s a narmtive report that introduces the accompanying basic financial statements and
provides an analJ,tical overview of the Municipality's financial activities for the fiscal year ended
June 30, 201l, based on the Municipality's knowledge ofthe transactions, evens andionditions
reflected in the basic financial statements. The MD&A also highlights certain key fiscal policies
lhal control the Vunicipality s operalions.

2l



COMMONWEALTH OF PUERTO RICO
MIJNICIPALITY OF GUAYAMA

NOTES TO FINANCTAL STATEMINTS
JUNE30,20ll

The Budgetary Comparison Schedule - General Fund and the Bulgetary Compafison Schedule _

Debt Senice Fnd Ne a companion of the actual results (using the budgetary basis ofaccounting,
which differs from GAAP) with the original budger and the final aftended budget for the Generil
Fund and the Debt Service Fund- A budget to GAAp reconciliation is presented providing
information ofdifferences between the budgetary basis ofaccounting and GAAP.

b) Financial Repofling EntiE

The accompanying basic financial statements irclude all departments, agencies and municipal
opeational units that are under the legal and administrative control of the Mayor, and whose
Iinancial resources are under the legal custody and control of the Municipality,s Dir€ctor of
Finance and Budget, as prescribed by Act No. 8 1 .

The Municipality's management has considered all potential component units (whether
govemmental, not-for-profit, or profit-oriented) for which it may be financially accountable and
other legally sepaBte organizations for which the mture and significance of their relationship
with the Municipality may be such that exclusion ofthek basic financial statements from those ot
the Municipality would caus€ the Municipality's basic financial statements to be misleading or
incomplete.

GASB Statement No. 14, The Fin.orcial Reporting rrtrrr, (GASB No. 14), as amended. has set
forth criteria to te considered in determining fi.ancial accountabilify for finaacial reporting
purposes. Thes€ criteria include appointing a voting majority of an organization,s goveming
body and: (l) the ability of the Municipality to impose its will on that organization or (2) th;
potential for the organization to provide specific financial benefits to, or impose specific
financial burdens on, the Municipality.

On July 1, 2003, the Municipality adopted the provisions of GASB Statement No. 39,
Detemining Whether Certaih Organizatiohs are Compohent units @t Amenhnent ol GASB
Statement No. 1./ (GASB No. 39). GASB No. 39 states that certain organizations for which a
primary govemment is not financially accountable neverthel€ss wsfrant inclusion as part ofthe
financial reporting entity because of the nature and significance of their relationship with the
primary govemmenl including their ongoing financial support of the primary govemment and its
other component units.

According to CASB No.39, a legally separate ta\-exempt organization should be reported as a
discretely presented component unit ofa reporting entity ifall ofthe following criteria ire met:

a. The econoftic resources received or held by the separate organization are entirely or almost
entirely for the direct benefit of the primary govemrnent, its component r.rnis, or its
constituents.

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

c. The economic resources received or held by an individual organization thai the specific
primary govemment, or its component units, is entitled to, or has the ability to otherwise
access, arc significant to that primary govemmenl.
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In addition, GASB No. l9 states that other organizations should be evaluated as porential
component units if they are closely related to, or_financially integated with, the primary
govemment. Such t?es ofentities may be presented as either'blendJd or discretely presented
component units, depending upon how they meet the criteria for each specified in CASB No. 14.

The Municipality's management has concluded that, based on the aforementioned criteri4 there
are no legally sepaiate entities or organizations that should b€ reF,orted as component units of the
Municipality for the fiscal year ended June 30, 2011.

c) Goeemrnentwide Financial Staleme ls

The accompanying GWFS are composed ot (l) the statement ofnet assets and (2) the statement
of activities. These financial statements do not report fund information bui rather report
information of all of the Municipality,s govemmental ;ctivities. These statements are aimed at
presenting a broad overview of the Municipality,s finances though reporting its financial
position and results ofoperdtions as a whole, using methods that are si;ilar to thos! used by most
private businesses.

The focus.ofthe GWIS is not on compliance with budgets, regulatory requirements or on the use
ofavailable or currently expendable financial resourcei lreferied to as fi;cal accountability), but
on operational accountability information about rhe Municipality as a single economic unit.
Operational accountability is the Municipaliry.s responsibility ro reporr ro th; extent to which it
has met its operating objectives efficiently and effectively, using ali resources available for that
purpose- lt focuses on the Municipaliry,s principal operating objective, which is to provide
services to its citizens.

The accompanying statement of net assets provides short-term and long_term information about
the Municipality's financial position and condirion by presenting all of-the Municipality,s assets
and liabilities, with the difference between. these rwo items reponed as -net as;ets,; (equity).
This statement assists management in assessing the lever of services that can be providea by th--e
Municipality in the future, and its abilityto meel its obligations &s rhey become dire. In addition,
this statement reports the extent to which the Muni;ipality has invested in capital assets,
including inliastructure, and discloses legal and connactual resirictions on ."*rr""r.

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

. IDv6ted in capital asseis, rct of relrted debt _ Thes€ consist of capital assets, net of
accurnulated depreciation and amortization, reduced by the ourstanding Lahnces of bonds,
notes and other debt that are attibuled to lhe acquisition, constructio; or improvement of
those assets. For the purposes of derermining tle oustanding debt attribuied to capital
assds, the total long-term debt relared to the acquisition, consi.uction or improvement of
capital assets. have teen reduced by any related unspent debt proceeds ani any related
unamortized debt issuance costs,

. R6tricted net assets - This net asset category consists of net .esources resticted byextemal parties (such as creditors, grantors, contributors, laws or regulations of other
Sovemments, etc.), or net assets for which constraints are jmposed by constifutionai
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provisions or enabling legislation. Enabling legislation consists of legislation that authorizes
the Municipality to assess, le!y, charge or otherwise mandate payment of resources (fiom
extemal resource providers). Enabling legislation establishes restrictions if it includes a
legally enforceable requirement that those resources be used only for the specific purposes
stipulated in the legislation.

The classification of restricted net assets identifies resources that have been received or
eamed by the Municipality with an explicit understanding between the Municipality and the
resource providers that the resources would be used for specific purposes. Cmnts,
contributions and donations are often given under those kinds of conditions. Bond
indentures also often limit the use of trond proceeds to specific purposes.

Intemally imposed designations of resources, including earmarking, are not reported as
resticted net assets. These designations consist of management's plans for the use of
resouces, which are subject to change at the discretion of the Municipal Legislature.

The Municipality has reported the following Rpes of restricted net assets in the
accompanying statement of net assets:

(l\ Debl tenice - Reqesent net resourc€s available to cover future debt service payments of
bonds and notes payable.

(2) Capital ptujects - Represent net resources available to finance the acquisition,
construction or imprcvement of major capital assets under confracts and other
commitments.

A) Ofier specfud purpor€, - Represent net resources available from certain federal and
state gmnts, which have been set aside to carrj/ out seveml progmms. Also, repres€nt net
resourc€s available for the payment of certain accounts payable and commitments
approved by the Govemment Development Bank for Puerto Rico (CDB), a component
unit of the Commonwealth and fiscal agent ofthe Municipality.

. Unr6tricted - This category consisb of the excess of assets over related liabilities that are
neither extemally nor Iegally restric&d, neither invested in capilal assets. However, assets
reported within umestricted delicit o{ien are d€signated to indicate that management does not
consider them to be available for general operations.

Wten both restricted and unrcstricted resources are available for use, it is the Municipality,s
policy to generally use restricted resources first, and then unresticted resources as they are
needed.

The accompanying staternent ofactivities presents the results of the Municipality,s operations by
showing how the Municipality's net assets changed during the year ended June 30, 2Ol l, lsing a
net (expense) revenue format. This statement presents the cost ofeach functior/progum as well
as the extent to which each of the Municipality's functions, progmms or other services either
contibutes to or draws from the Municipality's geneml revenues (such as prop€rty taxes, sales
taxes, municipal license ta\es, constructiod excise taxes, etc.).
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A functior/progam describes a group of activities that are aimed at accomplishing a major
service or regulatory r€sponsibility. The functions/programs reported in the accompanying basic
financial statements are: (1) general govemm€n! (2) public safety, (3) public works, (4) culture
and recreation, (5) healtlL sanitation and welfare and (6) education. The govenuneotal
operations of the Municipality's departments and operational units are classified within the
following functions/progiams in the accompanying basic financial statements:

General govemmeot:

Municipal legislature

Mayols ofiice
Departrnent of finance
Departntent of budget and management

Depanment of human resources

Department of public relations

Department of municipal seqetary

Department of intemal audit

EDP Department

Pnblic safety:

Depdtment of emergency management

Departrnent of municipal police

Public works:

Departrnent of public works

Departrnent of transportation

Depaftment of land use

Culture Nnd recr€ation:
Department of recreation and sports

Department oftourism and culture

HealtL, saoitatioD aDd welfare
Depaiment of health

Departnent of sanitation

Department of elderly affairs

Deparunent of citizen affairs

The statement of activities demonstrates the degree to which program rcyenues olfset direct
expewes of a given firnctior/program or segments. Direct exp€nses are those that are clearly
ideltifiable with a specific function, s€gment or operational unit. This statement repofis
revenues in two broad categories: (l) program revenues and (2) general revenues.
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Progmm revenues are generated directly liom a prograrh itselfor may come from parties outside
the Municipality's taxpayers o. citizens. ln the statement ofactivities, program revenues reduce
the costs (expenses) of the firnctiorL/progam to airive at the net cost of the functior/program that
must be financed from the Municipality's general revenues. The accompanying statement of
activities separately reports the following categories ofprogram revenues:

. Charges for setvic€s - These generally consist of exchange or exchange-like tiansactions
involving charges to customers or applicants who purchase, use or directly benefit from the
goods, services or privileges provided, or are otherwis€ directly affected by th€ s€rvices.
These include fees charged for specific services, charges for licenses and permits, and fines
and forfeitures, among othe$.

. Progmm-specific capital and operatitrg grsnts ard contributioos - These consist of
transactions drat are either mandatory or voluntary nonexchange transactions with other
govemments, organizations, or individuals that restrict the resources for use in a particular
progam. Capital gants and contributions consist of capital assets or resources that are
restricted for capital purposes - to purchase, constnrct or renovate capital assets associated
with a specific program. Operating grants and contributions consist of resources that are
required to b€ used to finance the costs of oF,€rating a specific progam or can be used either
for operating or capital purposes of a specific program. Restricted capital and operating
gants and contributions are program revenues because they are specifically attributable to ;
progam and reduce the net expense ofthat prog?rn to the Municipality. They are reported
net of estimated uncollectible amounts.

Geneml rcvenues are the default category for revenues. lt includes all revenues and gains that do
not meet the definition of program revenues. property taxes, municipal license taxes and
construltion excise taxes are reported as general revenues. All other nontax revenues (including
unreshicted inveshnent eamings, grants and contributions not r€stricted for specific prograrns
and miscellaneous revenues) that do not meet the defmition of prograrn revenues are classified as
general revenues. R€sources that are dedicated intemally by the Municipality are reported as
general revenues mther than as program levenues. All general revenues are reported net of
estimated uncollectible amounts, which are recorded as reduction of revenues rather than as
expenses,

The general governmen functior/program reported in the accompanying statement ofactivities,
includes expenses that are, in essenc€, indirect or costs of othq functionyprograms of the
Municipality. Even though some ofthese costshave been charged to other funds in the GFFS as
indirect cost allocations permitted under some federal programs, the MuniciFlity has reported
these indirect expenses as direct expenses ofthe geneml govemment funciion. Accordingiy, the
Municipality does not allocate general government (indirect) expenses to otherfimctions.

The effects of all interfund govemmental activities (revenues, expendifures and other financing
sources/uses arnong govemmental funds) have been removed fiom the accompanying statemeDts
of net assets and activities.

The Municipality cfassifies all of its activities as govem,hentrrl actilitier in the accompanying
GWFS. These are activities generally financed though ta\es, intergovemmental revenues and
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other nonexchange revenues that can be used to support the Municipality,s programs or services.
These govemmental activities are also generally reponed in the CFFS.

The-Mlnicipaliry has no fiduciary activiries, which are those in which the Municipality would be
holding or managing net ass€ts foa sp€cific individuals or other extemal paniei in iccordance
with trust agreements or other custodial arrangements. In addition, the Municipality has no
operations or activities that are financed and operated in a manner similar to private business
enterpris€s, where the costs of providing goods or services to the general prblic 1"*p"ns"",
iacluding depreciation) is financed primarily through user charges; or where the goveming body
has decided that periodic determination ofrevenues earned, expenses incurred, andror net income
is appropriate for capital maintenance, public policy, management confol, accountability, or
other purposes.

d) Goverumenlal Fund Fina cial Stoteme s

A fuod is a fiscal and accounting entity consisting of a self-balancing set of accounts used to
record assets, liabilities and residual equities, deficits or balances, and changes thereiq which are
segegated for the purpose of carrying on specific activities or attaining certain objectives in
accordance with GAAP and/or special regulations, restrictions or limitations_

The accompanying Govemmental Fund Financial Statements (GFFS) are composed of: (l) the
balance sh€et - governmental funds, and (2) the statement ofrcvenues, expenditures and changes
in firnd balances - govemmental funds.

These financial statements report the financial position and results of operations of the
Municipality's governmental funds by presenting sources, uses and balances of current financial
resources. Some of these financial statements have a budgetary orientation and focus primarily
on: (l) the Municipality's major govemmental funds, as definei below, (2) the fiscal
accountability and (3) the individual parh of the Municipality's govemment. Fiscal
accountability represents the Municipality's responsibility to justiry that its actions in the current
fiscal year have complied with public decisions conceming the raising and s;rnding of public
moneys in the short term (generally one fiscal year).

The accompaoying GFFS segregate govemmental fiinds according to their intended pupose a.d
arc used in demonstrating compliance with legal, financial and contractual Fovisions. The
minimum number of govemmental funds is maintained consistent with legal and self-imposed
managerial requirements established by the Municipality. For financial reporting purposei, the
Municipality classifies its govemmental funds within the following categoriesj

. General fund - The geneml fund is the Municipality's main operating and major firnd, as
defined below, used to account for all financial resources and govemmental activities, except
for financial resources required to be accounted for in another fund. It is presumed that the
Municipality's govemmental activities have been reported in the general fund except for
transactions for which one of the following compelling reasons has required the use of
another fund: (l) legal requirements, (2) GAAP requirements or (3) the demands of sound
financial administration requiring the use ofa govemmental fitnd other than the general fund.
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Special rcvenae funds The special revenue firnds are nonmajor funds, as defined below,
used by the Municipality to account for revenues derived From gants or otier revenue
sources (other than major capital projects) that are legally restricted, committed or assigned
to expenditure for specific purposes other tlan debt services or capital projects. The uses
and limitations ofeach special revenue fund are specified by municipal ordinances or federal
and state statutes. However, resources restricted, committed or assigned to expenditure for
purposes normally financed from the general firnd are reported in the Municipaiity,s general
fund provided that all applicable legal requirements a.e appropriately satisfied. ln thls case,
a special revenue fund to account for such kind of transactions wili be used only if leglly
mandated-

Debt seDice Jtund The debt service lirnd is a major firnd, as defined below, used by the
Municipalify to account for the accumulation of resources that are restricted for, and the
paymeot of principal and interest for: (l) bonds and notes for which debt service palments
are legally mandated to be accounted for in a debt service firnd and./or (2) general iong+erm
debt for!,,hich the Municipaliry is being accumulating financial resources in advance, io pay
principal and interest payments maturing in future years. principal and accrued interest due
on July I of the foilowing fiscal year related to long-term debt for which debt service
payments are accounted for in the debt service fund, are recorded as debt service fijnd,s
liabilities at June 30, if resources are available at June 30 for its payment.

General long-term debts for which debt service payments do not involve the advanc€
accumulation of r€sources (such as obligations under capital leases, compensated absences,
claims and judgments, and notes payable, among othe6) are accounted for in the
accompanying staiement of net assets. The debt service ;raSrments of such debts are
generally accounted for in the general fund.

. Capital projects fuzdr - Capital projects funds are nonmajor funds, as defined below, used
to account for the financial resources used in the acquisition or construction ofmajor capital
facilities, other assets and permanent improvements. Significant capital outlays fina;ced
from general obligation bond proceeds are accounted for also in the capital projecis funds.

The use of the capital projects firnds has been restsicted, committed or assigned for major
capital acquisitions or construction activities that would distort financial resources trend data
if not reported separately from the other Municipality,s operating activiti€s. The routine
purchases of minor capitalizable assets (such as certain vehicles and other minor capital
assets) have been repdrted in the fund from which financial resources were used for the
puchase-

The focus of the GFFS is on major govemmental firnds, which generally represent the
Municipality's most important funds. Accordingly, the Municipality is required to segregate
govemmental funds berw_een ma.jor and nonmajor categories within the GFFS. Major individual
govemmental funds are reported individually as separate columns in the GFFS, while data from
all nonmajor govemmental funds are aggregated into a single column, regardless of fund type.

By definition, the Municipality's general fund is always coosidered a major govemmental fund
for financial repoding purposes. In addition, any other govemmental fund is considered a major
govemmental fund if its total assets, liabilities, revenues or expenditures of that individual
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govemmental fund if its total assets, liabilities, revenues or expenditures of that individual
govemmental fund are at least l0 percent of the corresponding element total (assets, liabilities,
revenues or expenditures) for all govemmental funds. For the purposes of applying the
aforementioned major fund criteria, no eliminations of interfund balances have been made. Total
revenues for these purposes means all revenues, including operating and nonoperating revenues
(net of allowances for uncollectible accounts), except for other financing sources. Total
expenditures for these pur?oses. means all expenditures, including op€rating and nonoperating
expenditures, except for other financing uses. Based on the aforementioned criteri4 the
lr4unicipality's major govemmental funds reported in the accompanying GFFS are:

Generel Fund This fund is used to account for all financial resources. except those required
to be accounied for in another fund;
Head Start Fund - This firnd is used to account for the receipts and disburcements ofthe head
start program gnnt administered by the Administration for the lntegral Care and Development
of Children of lhe Commonwealth of Puerto Rico, as a pass-through entity of the U.S.
Department ofHealth and Human Services;
Debt Service Fuad - This fund is used to account for, and report for the accumulation of
financial resources that are restricted for, and the pa)ment oi principal and interest for: (1)
bonds payable for which debt service parments are legally mandated to be accounted for in a
debt service fund and (2) certain special long-term obligations for which the Municipality is
being accumulating financial resources in advance to pay principal and interest payments
maturing in filture yearc.

The Municipality adopted the provisions of GASB Sratement No. 54, Fund Balance Reporting
and covemmental Fund Type Definitions (GASB 54), which enhanced the usefirlness of filnd
balance information by providing clearer fund balance classifications that can be more
consistently applied. This statement establishes fund balance classifications that comprise a
hierarchy based primarily on the extent to which the Municipality is bound to observe consfaints
imposed upon the use to the resources reported in govemmental funds. Pursuant to the provisions
of this statement, the fund balances are reported in five categories:

. NoNpetrdable: Amounts that cannot be spent because they are either not in spendable fom
or they are legally or contractually required to remain intact, including but not limiled to
inventories, prepaid items, and long-term balances ofloans and notes receivable.

. Restricted: Amounts the use of which is subject to constraints imposed by extemal parties,
including creditors, grantors, and laws and regulations of other govemments, or imposed by
enabling legislation (that is, Iegislation that creates a new revenue source and restricts it use).
Effectively, restrictions may be change or lifted only with the concem of resource providers.

. Committed: Amounts that can only be used for specific purposes pursuant to constraints
imposed by lormal action of the Municipal's highest level of decision making aurhoriry
(Municipal Legislature through resolution and ordinances) and can only be hanged by a
similar law, ordinance or resolution, no later than the end offiscalyear.

. Alsigned: Amounts intended to be used by the Municipality for specific purposes, but do not
meet the criteria to b€ classified as restricted or committed (generally executive orders
approved by the Mayor). lntent can be expressed by the Municipal Legislature, the Mayor or
by an official or body to which the Municipal Legislature delegates authority in conformity
with the Autonomous Municipalities Act ofPuerto Rico, as amended. In govemmental funds
other than the general fund, assigned fund balance represents the remaining amount that is
not restricted or committed
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. Unassigned: Represent the residual classification for the Municipality's general fund and
includes all spendable amounts flot contained in the other classifications. ln other firnds, the
unassigned classification is used only to report a deficit balance resulting from overspending
for specific purposes for which amounts had been restricted, committed or assigned.

Negative fund balance amounts are assigned amounts reduced to the arnount that will rise the
fund balance to zero. Consequently, negative residual arnounts is restricted, committed and
assigned fund balance classifications have been reclassified to unassigned fund balances

At June 30, 2011, the accompanying fund financial slatements reported fund balances as
rcstricted, committed, assigned and unassigned.

The Municipality repons resources constrained to stabilization as a specified purpose (restricted
or committed fund balance in the gefleral lirnd) only if: ( I ) such resources meet the other criteria
for those classifications, as described above and (2) the citcumstances or conditions that sigral
the need for stabilization are identified in sufficient detail and are not expected to occur
routinely. However, the Municipality has not entered into any stabilizationJike arrangements,
nor has set aside material financial resources for emergencies and has not establish€d forma
minimum fund balances amounts as of and for the fiscal year ended June, 30, 20l l

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

The accompanying GFFS are accompanied by other statements and schedules required by
GAAP: (l) the reconciliation of the balance sheet govemmental firnds to the statement of net
assets, (2) the reconciliation of the statement of revenues, expenditures and changes in fund
balances govemmental funds to the statement of activities, (3) the budgetary comparison
schedule - general tund, and (4) the budgetary comparison schedule - debt service fund.

e) Measureme t Focus and Basis ofAccounring

Govemmept-wide finaocial statemetrts - The accompanying GWFS are prepared using the
econoftic resources measurement focus and the accrual basis of accounting. Subject to the
additional rules and limitations detailed below, revenues (including interest income) are
generally recorded when earned and ex;enses are generally recorded when a liability is incune4
regardless ofthe timing of related cash flows.

All revenues, expenses, gains, Iosses, assets and liabilities resulting fiom exchange and
exchange-like transactions are generally recorded when the exchange takes place. In exchange
transactions, each party to the aansaction receives and gives up essentially equal values. An
exchangeJike transaction is one in which there is an identifiable exchange and the values
exchanged, thougl related, may not be quite equal. Nevertheless, the exchange characteristics of
the exchangeJike transaction are strong enoug[ to justiry treating it as an exchange for
accounting purposes (examples include fees lor licenses and permits, charges for services, and
miscellaneous revenues, which are recorded as revenues when collected because thev are
generally not measumble until actually received).
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All revenues, expenses, gains, losses and assets resulting fiom nonexchange transactions are
recorded using the criteria set forth by GASB Statement No. 33, Accounting and Fihahcial
Reporting Jor Nonexchange Trahsactions (CASB No. ll), which the Muflicipality adopted on
July 1, 2002. GASB No. 33 established accounting and reporting standards for nonexchange
transactions involving cash and financial or capital resources (for exarnple, most ta\es, grants and
private donations). In a nonexchange transaction, the Municipality gives (or receives) value
without directly receiving (or giving) equal value in retum. This is different from an exchange
transaction, in which each party receives and gives up essentially equal values. According to
CASB No- 33, the Municipality groups its nonexchange tmnsactions into the following four
classes in the accompanying basic financial statements: (a) derived tax rcvenues, (b) imposed
nonexchange revenues, (c) govemment mandated nonexchange transactions, and (d) voluntary
nonexchange tlansactions.

In the case of derived tax revenue transactions (such as municipal license taxes), which result
from assessments the Municipality places on exchange transactions, receivables and revenues aie
recorded when the underlying exchange has occurred (that generally is when th€ taxpayers' net
sales or revenues subjectto tax tale place).

In the case of imposed nonexchange revenue transactions (such as property ta\es), which result
frcm assessments made by the Municipality on nongovemmental entities, including individuals,
other than assessments on exchange transactions, receivables are generally recorded in the period
when an enforceable legal claim has arisen. Property taxes are genemlly recorded as revenues
(net ofamounts consider€d not collectible) in the period when resources are required to be used
or the first p€riod that the use ofthe resources is pemitted.

Govemment-mandated nonexchange tmnsactions (such as g:ants and contributions) result when
a govemment at one level (such as the federal or state govemment) 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 qpe of
transactions, receivables and revenues are generally recorded when all eligibility requirements
imposed by the provider have been meL For the majoriry of grants, the Municipality must
expend resources on the specific purpose or project before the provider reimburces any amounts.
Revenue is, therefore, generally recognized as qualirying reimbursable expenditures are incurred.

Voluntary nonexchange fi'ansactions (such as donations and certain grants and entitlements)
result fioft legislative or contractual agreements, other than exchanges, willingly entered into by
two or more parties. In these qpes of t ansactions, receivables and revenues are genemlly
accounted for in lhe same manner as govemment-mandated nonexchange transactions discussed
above. Events that are neither exchange nor nonexchange tran$ctions are recorded when it is
probable that a loss has b€en incuned and the afiount of loss is reasonably estimable. Receipts
ofany q?e ofrevenue sources collected in advance for use in the following period are recorded
as deferred revenues,

According to GASB No. J4, all general capital ass€ts and the unmatured long-term liabilities are
recorded only in the accompanying statement ofnet assets. The measurement focus and the basis
of accounting used in the accompanying GWFS differ si$ificantly from the measurement focus
and basis of accounting used in the preparation of the accompanying CFFS. Therefore, the
accompanying GFFS include reconciliations, as detailed in the accompanying table of contents,
to better identify the relationship betweeo rhe GWFS and the GFFS.
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Govemmeotal furd fioarcial statcmetrts - The accompanying CFFS are reponed using the
curent financial resources measurement focus and lhe modified accrual basis of accounting.
Revenues are generally recognized as soon as they aie both measurable and available. Revenues
are genemlly considered to be available when they are collectible within the current year or soon
enough thereafter to pay liabilities of the current year. For this purpose, the Municipality
considers most revenues to be available if collected within 90 days after June 30, 2011, except
for property taxes for which the availability period is 60 days. Revenue sources not meeting this
availability criterion or collected in advance are recorded as defe(ed revenues at June 30, 2011.

The principal revenue sources considered susceptible to accrual include property taxes,
municipal license taxes, s:rles taxes, intergovemm€ntal grants and contributions and interest
income. These principal revenue sources meet toth measurability and availability c te.ia in the
accompanying GFFS, except for amounts recorded as defe(ed revenues.

ln a manner similar to the GWFS, but subject to and limited by the availability criteria discussed
above, all rcvenues, expenses, gains, losses, assets and liabilities resulting from exchange and
€xchange-like transactions are also genemlly recorded when the exchange takes place.
Accordingly, fees for licenses and permits, charges for services and miscellaneous r€venues are
recorded as revenues wh€n collected because they arc generally not measurable until actually
received.

All revenues, expenses, gains, losses and assets resulting liom nonexchange transactions are
recorded in a similar manner to the GWFS, using the previously discussed crit€ria set forth by
GASB No. 33 for nonexchange transactions, but subject to and limited by the availability criteria
discussed above. Accordingly, property tax and municipal license tax receivabl€s are also
generally recorded in the fiscal year when an enforc€abl€ legal claim has arisen while property
tax and municipal license tax revenues (net of amounts considered not collectible) are also
generally recorded in the fiscal year when resources are required io be used or the first fiscal year
that tlie use ofthe resources is p€rmitted.

Receivables and revenues from federal and state gmnts and contributions, donations and
entitlements are also genemlly recorded when all eligibility requirements imposed by the
provider have been met (generally, as qualifling reinbursable expenditures are incuned).

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 Municipality adopted the provisions ofGASB Interpretation No. 6,
Recoghition ond Measuremenl of Cefiaih Liabilities and Expenditoes in Goyemmental Fund
Financial Statements (GASBI No. 6), which modifies the recognition criteria for certain
expenditues and Iiabilities reported under the modified accrual basis ofaccounting and clarifies
a number of situations in which lhe Municipality should distinguish between Sovemmental fund
Iiabilities and general long-term liabilities.

Pursuant to the provisions of GASBI No. 6, expenditures and related liabilities are generally
.ecorded in the accompanying govemmental fund financial statements in the accounting period
in which the liability is incurred, as under the accrual basis ofaccounting, but only to the extent
that they are normally exp€cted to be liquidat€d with expendable financial resources.
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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 of the unpaid
compensated absences has been reported only in the accompanying statement! ofnet assets.

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

. Obligations under capital leases, amounts subject to claims and judgnents under litigation
and oth€r long-term obligations are recorded only when they mature (when payment is due).

. Accounts payable and accrued liabilities not exp€cted to be liquidated with available and
expendable financial resources are recorded in the accompanying statement of net assets but
not in the govemmental funds.

. Executory purchase orders and contracts are recorded in the GFFS.

Liabilities outside the bounds of these exceptions or modifications are reported as govemmental
fund liabilities when incuned (including salaries, professional services, supplies, utitities, etc.;
since these liabilities normally are paid in a timely manner and in firll fiom current financial
resources,

The measurement focus of the GFFS is on decreases in net financial rcsources (expenditures)
rather than expenses. Most expenditures are measurable and are recorded when the related
govemmental fund liability is incuned. Allocation of costs, such as depreciation and
amortization, 6re recorded in the accompanying statement ofactivities, but zLre not recorded in the
accompanying GFFS.

Under the financial reporting model established by GASB No. 34, all general capitalassets and
the unmatured long-term liabilities (determined using the modified accrual basis of accounting)
are no longer reported in account groups within the govemmental fund balance sheet but aie
incorporated into the accompanying statement of net assets.

, Slevardship, Compliance arrd Accoarrtabiliq)

Budsetarv Control

Accordiflg to the Autonomous Municipalities Act of the Commonwealth of puerto Rico, the
Mayor and its Administrative Cabinet prepare annual budgets each fiscal year for the
Municipality's general tund and debt s€rvice fund. Such legally adopted budgets are based on
expected expenditures by program and estimated resources by source for both filnds. The annual
budgets are developed using elements of performance-based progDm budgeting and zero-based
budgeting, and include estimates of revenues and other resources for the eniring-fiscal year under
Iaws and regulations existing at the time the budget is prepared.
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The Mayor must submit an annual budgetary resolution project (the Pro.ject) to the Commissioner
of Municipal Affairs of Puerto Rico (the Commissioner) and the Municipal Legislaore no later
than €ach May l0 and May 15, resp€ctively. The Commissioner preliminary verifies that the
Project complies with all the applicable laws and regulations and may provide comments and
suSgestions to the Mayor on or b€fore each June 13.

The Municipal Legislature has l0 business days, up to June 13, to discuss and approve the
Project with modifications. The Municipal Legislature may amend the budgets submitted by the
Mayor but may not increase any items so far to cause a deficit without imposing taxes or
id€ntifying other sources of revenue to cover such deficit. After the Municipal l-egislaturc
modifies and preliminarily approves the Projec! the rnodified Project is sent back to the Mayor
for his approval or rejection within 6 days. The Mayor may decrease or elimiMte any line item
but may not increase or insert any new line item in tie budgets. The Mayor may also veto the
budgets in their entirety and retum it to the Municipal Legislature with his objections. If the
Mayor rejects the Project, the Municipal Legislature will have up to 8 days to adopt or reject the
recommendations or objections ofthe Mayor. The apprcved Project is sent again to the Mayor,
which then would have 3 days to sign and approve it.

If the budgets aie not adopted prior to the end of the deadlines referred to above, the annual
budgets for the preceding fiscal year, as approved by the Legislature and the Mayor, are
automatically renewed for the ensuing fiscal yeff until the Municipal Legislature and the Mayor
approve new budgets. This permits the Municipality to continue making payments for its
operalions aDd other purposes until the new budgets are approved.

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

The Municipality's Departrnent of Finance and Budget has the responsibility to ensue that
budgetary spending control is maiotained. For day-to-day management control, exp€ndifures
plus encumbrances may not exceed budgeted amounts at the €xpendifure-tj0e level of each cost
center (activity within a progam within a fund). The Mayor may tmnsfer unencumbered
appropriations within programs within funds. The Mmicipal Legislature may transfer amounts
among programs within and among limds.

The legal level of budgetary control (i.e., the level at which expenditures may not legally exceed
appropriation) is at the functionvprogram level (general govemment, urban and economic
developm€nt, public safety, health and sanit tion, culture, recreation and education, alld public
housing and welfare) within a fund.

Under the laws and regulations of the Commonwealth, the appropriations made for any fiscal
year shall not exceed the toial revenue, including available surF,lus, estimated for said fiscal year
unless the imposition oftacs sufficient to cover said appropriations is provided.
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Budset ra Accountin,

The Municipality's annual budgets are preparcd und€r
accounting, which is not in accordance with GAAI.

According to the budgetary basis of accounting, revenue
rcceived. Short-term and long-term bonowings may be
expenditrres over revenues.

fie budgerary (satutory) basis of

is generally recorded when cash is
used to finance budgetary excess of

The Municipality uses encumbrance accounting to record the full amount of pu.chase orders,
contacts and other commitments of appropriated resources as deductions from the appropriation
prior to actual expenditure. In the govemmental funds, encumbrance accounting is a-significant
aspect of budgetary control. Accodingly, expenditur€s are generally recorded when thi related
expenditure is incurred or encumbered. Available appropriations and encumbrances are
established to lapse one year after the end of the fiscal year. Amounts required to settle claims
and judgments against the Municipality, and certain other liabilities, are not recognized until they
are encumbered or otherwise processed for payment. Unencumbered appropriations aai
encumbrances lapse at year-end. Other appropriations, mainly capital proje;ts appropriations,
are continuing accounts for which the Municipal Legislature has authorized that an unspent
balance from the prior year be carried forward and made available for curent spending.

The accompanying budgetary comparison schedule provides information about the general fund,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 year €nded June 30, 201l.
Further details of the Municipality,s budgetary conhol at the legal lev;l may be obtained from the
Budgetary Liquidation Report for the fiscal year ended June 30, 201l, which is prepared by the
Municipality's Departrnent of Finance. Copies of thal repori may be obtained by writing io the
Municipality's Direclor of Finance.

Accounting principles applied for purposes of developing data on a budgetary basis differ
sigtificantly from those used to present the govemmental fund financial state;nts in conformitv
with GAA?.. Accordingly, the accompanying budgetary compa son schedule is accompanied by
a reconciliation of the differences between the budgetary basis and GAAP actual amounts.

The_Municipaliry does not legally adopttudgea for the state legislative joint .esolutions capital
fund. The financial resources received by these funds are not subject to budgeting by the
Municipality since the resources received each year fiom the respectivigranton varies fiom year
to year, and the respective amounts are granted at their discretion.

9 Anrest icred and Resticted Deposits

The Municipality's deposits arc com;nsed of cash on hand and demand deposits in: (l)
commercial banks, and (2) the Government Developmenr Bank for pueno Rico (GDB), a
glvemmental bank and a major component unit of the Commonwealth, who is statu#ly
designated as fiscal agent of the Municipaiity, and (3) Municipal Revenue Collection Center
(cRINo, in spanish acron)an, a govenmental entiry responsible f;r the imposition and colrection
of properry taxes on behalfofall municipalities of iueno Rico.
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TheMunicipality follows the practice ofpooring cash. The barance in the pooled cash account is
available to 

_meet 
curent operating requirements. Under the laws a;d regulations of the

Commonwealth, public funds deposited by the Municipality in commercial bar,,s must be tuIv
collateralized for the aflounts deposited in excess of the fedeml depository insurance generall|
provided by the Federal Deposits Inslrance Corporation (FDIC). An securities plidged as
collateral arc held by agents designated by the Secretaly ofthe TrEasury ofthe Commonwealth,
but not in the Municipalify's name.

Cash with fiscal agent in the debt service funds consists of property tax and sales tax collections
amounting to $5,138,000, which are restricted for the payment ofthe Municipality,s debt service,s f_qlTgd 9l law. Cash in fiscal agent re-corded in the nonmajor governmental funds amounting
to $6,557,139, which is mainly restricted for: (l) the acquisition, consnuction or improvement oi
major capital assets and (2) the ope8tions of federal and state funded programs.

Restdcted cash in commercial banks for rhe Head Start fund, the General fund and the Other
govemm€ntal firnds, amounting to $535,977, 5342,325 and $1,790,009, respectively, restricted
to: ( I ) finance the operations of the Head Start program, (2) finance the operations of all other
federal and state firnded programs recorded in the Ceneral fund and nonmajor sp€cial revenue
funds, (3) finance the acquisition, construction and improvement of major capital assets.

h) Real esrate heldlot sale

The rcal estate held for sare consists offourteen (r4) houses purchased to be sare to qualified row
to moderate income farnilies. This project is s,bsidized by the federal firnds ofthe Communirv
Development Block crant - Entitlement cra . This rear estate is canied at its estimated nit
realiable sale price. The difference between the acquisition cost and the estimated net realizable
sale price was accounted as a program expense for the period. The proceed from the sales will be
accounted as a program income as required by the Grant.

i) Unretrricte.l and Restricted Accounts and Notes Receivabte

In the accompanying GWFS, receivables consist of all revenues 6amed but not collected at June
30, 2011. Major receivable balances for the govemmental activities include municipal license
taxes, propero/ taxes, sales taxes and intergovemmental receivables.

Tax receivables in the geneml fund represent uocollected p.operty ta-xes and sales t&\es.
Restricted tax receivables in the debt service fund consist of u;c;Iecied property taxes, which
are restricted for the pa),rnent ofthe Municipality,s debt service, as establishea Ly law.

lntergovemmental receivables are composed of afiounts owed to the Municipality for
reimbursement ofexpenditures incurred pursuant to fede.al and state firnded progams (recorded
in the speciat revenue funds and the other govemmental funds).

The accounts receivabre are stated net ofestimated alrowances for uncollectible accounts, which
are 

.determined, based upon past collection experience, historical trends, curent economic
conditions and fte periodic aging of accounts receivable.

Activities among funds that ale representative of lending/bonowing anangements outstanding at
the end of the fiscal year are refened to as either .due to/from 

-other 
6nas,, 11.e. the current

36



COMMOIIVYEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA
NoTf,s To FINANCL{L STATEMENTS

JUNE 30,2011

portion of interfund loans) or "advances to/from other funds,, (i.e., the non-cunent ponion of
interfund loaas). All other outstanding balances between funds are reported as '.due to/fiom other
funds." Advances between funds, as reported in the GFFS, are offset by a fund balance reserve
account in applicable govemmental fimds to indicate that they arc not available for appropriation
and are not expendable available financialresources.

) Capitol Assets

Capital assets used in govemmental activities iflclude land and Iand improvements, buildings,
sructures and building improvements, machinery and equipment, fumiture and fxtues, licensed
vehicles, construction in progress, and infrastructure. Th€se assets are capitalized and reported in
the accompanying statement ofnet assets. lnfrastructure assets are generally stationary in nature
and include roads, bridges, ste€ts and sidewalks, diainage systems and other 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 construction, and with useful lives
extending beyond one year. All assets with individual costs under $500 or with usefrrl lives not
exceeding one year, are charged directly to expense in the accompanying statement of activities.
ln the govemmental funds, all capital assets are recorded as capital outlays (expendifures).

In the statement of net assets, all capital assets are recorded at cos! except for donated capital
assets, which ale recorded at their estimated fair value at the date of donation.

Estimated historicalcost ifactualcost was unavailable based on deflated current costs wete used
to value a significant portion ofthe infiastructure consfucted or acquircd prior to June 30, 2002.
The method to deflate the current costs using an approximate price index was used only in the
case of certain items for which their historical cost documentation was not available. Actual
historical costs were used to value the infi:astructue, land, building, structures, building
improvements, consfudion in progress, machinery and equipment and licensed vehiclei
constucted 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 assets ars
projects are constructed- The costs of normal maintenance and repairs that do not add value to
the asset or materially extend capital asset lives are not capitalized.

Depreciation and amortization expense is recorded only in the govemment-wide statement of
activities. Hovr'ever, there is no d€preciation or afiortization rccorded for land and construction-
in-progess. Depreciable capital assets are generally depreciated or amortized over their
estimated xseful lives under the st.aight - Iine method, except for machinery and equipment held
under capital leases, which is depreaiated over the shorter of its estimated useful liie or the lease
term. The estimated uselirl Iives of major capital asset categories are:

Buildings, structures and building improvements

lnfiastructure

Licensed vehicles

Yeals
l5 to 40

I5 to 40

5
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Fumiture, fixtures and work of arts

Machinery, equipment and computers

5to10
3tol0

k)

Deprcciation and amortization expense on capital assets are recorded as direct expenses of the
functiorVprogram specifically identified wirh rhe asser. Depreciation and amoftization of
infrasftuctu.e is not allocated to vadous functions/progmms bui reponed as direct expens€s of
the public works function.

Dqened Revenues

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

. Potential revenue does not meet both the ..measurable,, 
and ..available,, criteria for revenue

recognition in the current period. As previously discussed, available is defined as due (or
past due) at June 30, and collected within 90 days (60 days for property taxes) thereafter to
pay obligations due at June 30, or;

r 'Ite Municipality receives resources before it has a legal claim to them. In subsequent
periods,_when the revenue recognition criterion is met, the liability for deferred revenue is
removed and revenue is recognized.

Defened rcvenues at the govemment-wide level arise only when the Municipality receives
resources before it has a legal claim to them.

Comlonsa:ted Absences

Compensated absences arc accounted for underlhe-provhions of StatefientNo. 16, Accounting
for.Comrynsated Absercer, issued by GASB (cASb No. 16). Compensated absences include
paid time off made arailatle to employees in connection with vacation, sick leave and
compensatory time. The liability for compensated absences recorded in tire accompanlng
statement of net assets is limited to leave thati (l) is attributable to services akeady renderEd on
or before June 30,2011 and (2) is not conringenr on a specjfic evenr (such as iil;ess) that is
outside the ronaol_of the Municipality and the employee. TIe liaiility for compensated
absences includes salary-related costs, which are directly and incrementally related to the amount
of salary paid to the employee (such as employer,s sharc of social secu;ty taxe; ;n; medicare
ta,\es).

The vacation policy ofthe Municipaliry is established by law and provides for the accumulation
ot regutar vacations at a rate of2.5 days per_month (30 days per year) per employee. Employees
accumulate regutar sick leave at a rate of_1.5 days per monrh (16 d;ys p.iy"*). e.itoy""s
accumulate compensatory time at a ra!" of I.5 times ihe overtime worked.' eti vacation aaa sick
leave days accumulated by employees in excess of l0 days and 90 days, ,"rp"oir"fy, ,." p"ia to
employees each year, ifnot consumed, as required by law. In the case of 

"ol,p"nrffi tir", tt"
excess of240 hours is paid lo employees each year, ifnot consurned.
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upon 
.termination of emproyment, an employee receives comF,ensation for ar dccumurated

unpaid regular vacation leave at the cunent rate. ln the case of regular sict leave, if the
:1gl:l^*::y'l:T: his.or her employmenr with rhe Municipatiry b.f; ;";;-,ns r(, years ofservlces. such regular stck teave is not paid to the emplolee. ifnot consumed. Upon terminalionof employment, an employee does not receive compensation fo. 

"o.p"nr"ioay 
time, if notconsumed. After l0 years of seftices, any regular sick leave Ualance is'paia io ttre employee.

Accumulated vacation lime is fully \e(ed to fii employee at any rime.

The liability for compensated absences is reported in the statement of net assets. A liability for
compensated absences is report€d in the GFFS only ifthey have matured, for example, as a result
of employee resignations and retirements,

,n) Lorrg-term Debt

The long-term .liabilities report€d in the accompanying statements of net assets include the
Mun:cipallty's bonds, notes, obligation under capiial leasis, compensated absences, estlmated for
landfill closure and postclosure care costs and legal claims andjudgnents.

All long_term debt to be repaid from govemmenul resources is reported as liabilities in the
accompanying statement olnet assets. plncjpaland interesr payaenti on bonds Jue in July I ofthefollowing fiscal year are recorded as fund iiabilities in the'GiFs when resources are avaitarte
in the debt service fund (generally at June 30). In the GFFS, the fu"" u*ouni'oi a"Ut i..r"a i.
reported as other financing sources when issued.

In the GWFS debt issuance costs are reportd as deferred charges and are amortized under the
straight-line method over the life of rh; debt while in the CfiS ,u"f, 

"ort 

-." 
,"cognized as

expendifures during the current period.

n) Accouiting lor Pention Costs

The 
^Municipality 

adopted the provisions of GASB statement No. 50, peaJrb, Discrosures(GASB 50), witch amended CASB Slatement No. 27, Accoun,ing Io, ii*,io* ty Strt" onaLocal cotemmeht Emprore (cAsB No. 27), by requiring discloiu"r" oi r,l* ir," 
"onr.""t 

orryrequired contribution rate is determined by govemments p-articipating in ,nulti"rnptoy". 
"ort 

I
sharing pension plans.

For the purpose ofapprying the requirements ofGAsB 27, the comrnonwearth of puefto Rico isconstdered to-be the sponsor ofthe Employees, Retirement System ofthe Covemment of puerto
Krco and trs hstrumentalines (ERS) and System 2000, the two retirement systems in which theemployees of.rhe Municipaliry panicipare. Accordingty. rhe Munici;ali;-;; considered apantctpant and not a sponsor ofrhese retirement systems since Lhe majority oathe pa-rticipanr inthe aforernentioned p€nsion rrust fimds ar€ part 

"f rh" fi;;i;j- ;;;iif intity of theConmon\realth. Accordingly. no portion ofrhe ;et p€nsion obligurlon tfdOi..Lr.o to gnS f,*
:":i 9,:"lfd to the Municipaliry in the accompanying basic finaacial staiements. The basicrnanctal statements of the Commonwealth accounl for the total amount of the net pensionobligation of ERS, including any amount that muy U afo"ut"a to tf," fr{r"l"ip"iitl.'
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According to CASB No. 27, the Municipality accounts for pension costs from the standpoint ofa
participant in a rnultiple-employer cost-shadng plan. Accordingly, pension costs recogniz€d in
the accompanying basic financial statemenrs are equal to the statutorily required contibutions,
wirh a liabilir) recorded for any unpaid required conEibulions.

o) Risk Maragernent

The Municipality canies commercial insurance covering casualty, theft, tort claims and other
losses. Insurance policies are negotiated.by the puerto Rico Treasury Department (the Treasury
Deparfnent) on behalfof all municipalities of pueno Rico. The Triasury Department pays the
insurance premiums on behalf of the Municipality end then is reimbursed each year'through
monthly equal payments deducted lrom the Municipality,s gross property tax collictions mJe
by CRM.

The Municipality canies insurance covemge for death and bodily injuries caused by automobile
accidents. This insurance is obtained through the eutomobili Accidents Compensation
Administration C'ACAA", by its Spanish acron),rn), a discretely component unit of the
Commonwealth. This insurance is compulsory for all licensed vehicles used on public roads and
highways in Puerto Rico. The annual premium is $15 per licensed moror vehict, which is paid
directly to ACA"A.

The Municipality obtains workers, compensation insumnce coverage through the State Insurunce
Fund Corporation ("CFSE, by its Spanish acron),rh), a componenl unit oithe Commonwealth.
This insurance covers workers against injuries, disability or death because of work or
employment-related accidents, or because of illness sufiered as a consequence of their
employment. Workers' compensation.insurance premiums are also paid through monthly
deductions made by CRIM fiom the Municipality,s goss property tax collections.

The Municipality obtains unemplolrrnent compensation, non_occupational disability, and drivers,
insurance covemge for its employees through various insumnce programs admi;istered by the
Commonwealth's D€partment of Labor and Human Resources 

'(piDOL). 
These insumnce

prograrns cover worken against unemployment and provide supplementary insurance coverage
for temporary disability, or death because of work or employrneni_related accidents or because of
illness suffered as a consequence of their employment. Unemploymenr co.fens"tion, non_
occupational disability and drivers, insumnce premiums are paid directly Io PRDOL on a
quarterly basis.

The Municipality also obtains medical insumnce covemge fot its employees. The cunent
insurance policies have not been canceled or terminated at J;ne 10, 201l. 'ln 

ihe fast ttrree years,
the lvlunicipality has nol senled claims thar exceeded insurance coverage.

p) Find Bolance Classirtcatiot policies and procedures

For the fiscal year ended June 10, 201 l, the Municipality implemented GASB Sratement No. 54,Fund Balance Reporting and covemmental fund type befinitions (GASB 54). GASB 54
requires the use of new fund balance classifications that compose a hierarchJ frimarily based
upon the €xtent to which the govemmenl is bound to foirow constrainis'on the use ofgovemmenthl firnd resources. These classifications are described in note ld, GASB 54 alsoclaified the definitions ofthe govemmental tund g?es.
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The effect of implementation ofGASB 54 on the Municipality's financial statements was limited
to the use ofthe new fund balance classifications. Implementation did not result in a chaage in
beginning fund balances nor did it affect the t,?€s of govemmenral funds reported by the
Municipality.

Inte{trrd Aclivilies

Pemanent reallocations of rcsources among the Municipality's firnds are classified as interfirnd
tmnsfers. The Municipality has the following gpes of activities recorded among firnds in the
accompanying GFFS:

. Opetutirrg Irazq&ri - Represent legally required transfers that arc reported when incurred
as "operating transfers-in" by the recipient fund and as "operating transfer-out,' by the
disbursing fund.

. Inlra-enliE Aclivilies - Represent fiansfers among funds that are reported as interfund
transfers with receivables and payables presented as amounts due to and due fiom other
funds.

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

In the CFFS, interfund activity has not been eliminated, as permitted by cAAp.

Use of E$imdes

The preparation of the accompanying basic financial statements in conformity with GAA?
requires management to make significant estimates and assumptions that affect the reported
amounts of assets and liabilities 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
reporting period. Actlral results could differ from those estimates.

Municipol Solid Yaste Laldlill Closure and Postclosure Care CosB

Municipal solid waste Iandfill closure and postclosurc care costs are accounted for under the
provisions of Statement No. lE, Accotnting for Mnicipal Solid Waste l"lhdfrll Closure and
Postclosure Care Costs, issued by GASB (GASB No. l8).

The estimated liability for municipal solid waste landfill closure and postclosure care costs
(including monitoring and maintenance) includes an estimate of all costs tc b€ incurred near or
a{ler 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 lhe useful life of
the landfill, even though such costs will only be incurred near of after the close ofthe landfill.

The estimates ofclosing and postclosing costs include: (l) the cost ofequipment and,/or facilities
that will be acquired near the time the landfill stops accepting waste o. after for the purposes of
postclosure care and monitorin& (2) the cost of applying the final cover and (3) ihe cost of
postclosure maintenance and monitoring. These cost estimates are made using curent costs
(costs that would be incurred if these services would have been obtained duri-ng the cunent
period) allocated in the accompanying statement ofnet assets based on the landfill iapacity used
through June 30, 2011. The liability is adjusted annually to reflect the effects of inflation,
advances in technology, changes in regulations or similar changes.

4

,
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Any changes in the estimated total current costs that occur before the landfill stops accepting
solid waste are reported in the p€riod of the changes, and an adjustrnent is made to thi
calculation, which is accounted for prospectively as a chaoge in accounting estimate. On the
other hand, the accounting for a horizontal expansion of the landfill has no ;ffect in the factors
used to calculate the accrued riability for the closure and postclosure costs ofthe original landfill.
In this case, a sepamte calculation of the closure and postclosure care costs for ihe expanded
portion ofthe landfill is made for each financial reporting 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 waste. These changes may include
changes due to inflation (or deflation), changes in technology, changes in closure and postclosure
care requirements, corrections oferro* in estimation, and changes in the extent ofen;ironmental
remediation that is required. Chalges 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 postclosure care costs are recorded in the
accounting period in which they are due (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 and
Covemment Development Bank for puerto Rico (CDB). proceeds from bonds and funds rclated to
certain grant awards are required by law to be held with GDB.

The Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 4O), Deposit and
Inyestment Risk Disclostte, an Amendment to GASB Statefient No. J. This statement req;ires that
state and local govemments disclos€ essenlial risk information about deposits and investments. The
disclosure requirements cover four main areas: ( l) credit risk, (2) interest rate risk, (3) custodial credit
dsk, (4) foreign exchange exposure.

gIgllEig! - This is the risk that an issuer or other counterpzLrty to an investment will not firlfill its
obliSations. In compliance with the raws and regurations ofthe cornmonwearth, the Municiparity has
adopted, as it's chstodial and credit risk policy, the Statefient oJ Inyesment Guidelinis Jir the
Go.yerhrhent of the Commonhrealth ol puerto Rico. Accordingly ihe Municipality invests only in
obligations of the Commonwealth, obligations of the United States of Americ4 certificates of
deposits, commercial pap€r, bankers' acceptances, or in poors of obligations of the municiparities of
Puerto Rico, which are managed by GDB.

According to the aforementioned investment guidelines, the Municipality does not invest in
marketable securities or aoy tlpes of investments for which credit risk eiposr.rre may be significant.
Therefore, th€ Municiparity's management has concluded that the risk rerated to any possible ross
related to defaults by commercial banks on the Municipality's deposits is considered low at June 30,
201l.

Iqlerest rete risk rhis is the risk that changes in interest rates of debt investrnents wir adversely
alfect the fair value of an investment. The Municipality manages its exposue to declines in fair
values by: (l) not including debt investments in its investment poifolio at June 30, 201 l, (2) limiting
the weighted average maturity of its investments to three montis or less, and 13) keeping most of iti
bank deposits_in inlerests bearing accounts generating interests at prevailing mar{et rates. At June 30,
2011, the Municipality,s investments in certificites of deposils are recorded at cost. which
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approximates the[ fair valoe. Therefore, the Municipality,s management has concluded that at June10,2011, rie interest mte risk associared with thi rraunictpatiti;; ;;;h-;;;;.; equivatents isconsidered low.

Custodial credit risk - [n the case ofdeDosits, this is the risk that in the event ofa bank failure, theMunicipaliO's deposits may not be recovered. pursuant ro the S/areme ,i oJ iir-f,n, Cuia"tin"r 1o,
:l:?i::l:!:::!,!l c.nfyt^,:at!, o! pu.yto Rico.rr,. u"r-.., a.f*ii.J ;n .o.,.,"iur r*1. uyrne Muntctpatrt) are insured bv lhe Federal Deposil Insurance Corporation (FDIC) generally up to am-aximum.of $250.000 per depositor. In addirion, pubtic fund, a.pJ"ii.J i" ."r*.,iial banks by theMunicipality are fully securities pledged as collaieral are held, in tf," nlrri"ip"ii.vf. name, by theagents of the Commonweatth,s Secretar) of Treasurl. Deposits *;th C;6 ;;: uninsured anduncollateralized. However, no losses relatid to aeraufts'by cbB on a"po.itliliuition, r,ru" u""nincuned by.rhe Municipalir) lhrough June.lO. 20.1 l. therefore. ,f,. Vrii.ipuiltlf .*agemenr hasconcluded rhar at June J0. 20t I rhe cusrodial credit risl associared \aittr ttre'Vrriiiipatiry.s castr ana
cash equivalents is considered low.

&rqiqqerchanse risk - The risk that changes in exchange rates wilr adversely affect the varue of aninvestment or a deposit. According to the aiorementioneJ investment guia.fin'"f if," Uuni"ipufity ;.
!:^1.^:tI I:T ']"::llng 

in 
.foreign ^securities 

or any other ryp", of-trr".t."nt, 
'io 

which foreign

:::f:i: l:,1 :Try',r:. 
may, b€ siglificanr..Accordingly, management has conctuded that the foreifrr

excnange nsk retated to the Municipaliry.s deposils is considered low at June 10, 20 | L
Cash.and cash equivalents as ofJune 10, 201I, are classified in the accompanying financial statement
as follows:

Cenetal
tuDd

Head
Strrt

Deht Other
sedice governmental
fi,Dd tunds

Totat

lturdsUDrrst.icted:
Cash in corfirErcial banks

Total urresnbted depGtu

Rcstricted:
Cash in comErcial bankr
Cash [n GDB, as ftcatagent

Total resricred deposirs

:[?171qJ45 i1/y.?t7 s ]3.09926.u
,,Jtr545 --- - -- - -- s;J;7-ffi-

3A3X 535,9n r,790,009 2,668J I I

--___:_::::------:-::_ 5,138,000 6J57,139 11.695,t39
342325 $5,qn s,r:r,ooo rJ+t.r+t t4363.4s0

Pursuant to the statement of Investment Guiderines for the Govemment of the commonwearth ofPueno Rho. lhe Municipaliry may invesr in obligations of rhe Cor.on""ulii. -oUfigurions 
of rheUniled Skles ofAmerica. c€nificates oldeposit. 

"o'rre..i"t 
pap.i. Uur*"o:-i"a.pt n.... o. in poot,of obligalions of the municipalilies of pueno Ri"". 

"hi.h "r." 
;;;;;;;EOA***

3. MIJMCIPAL LICENSf, TAXES

The Municipali, is authorized bv Law No I 13 ofJuly 10, 1974, as anended ro impose and collectmunicipal ticense taxes on all tride o. business *ri"it"'"p"."iJ ov'""y iuir.il o. I"gur p",.on
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within the teftitorial area ofcuayama. This is a self-assessed tax generally based on the businessvolume measured by goss sales. The. Municipality establishes lhe a;pticaUt'e tax rates. At June J0,
201 l, tie municipal tax rates imposed by the Muniiipality *ere as foitiros: -

. Financial business _ 1.50%

. Other organizations 0.30% for annual revenues up to $500,000, 0.400% for annual
revenues morc than $500,000 up to 9999,999 and 0.500% ove. such volume ofbusiness.

Any taxpayers that have been ganted with partial tax exemptions under any ofthe incentive tax laws
of^the Com^monwealth ultimately pay municipal license tax;s at reduced ai rates, generally between
60% and 90olo under standard rates.

Each taxpayer must asses his/her corresponding municipal license ta{ by declaring his^Er volume of
business through a tax retum to be filed every April 15 based on fie acrual Jolume of business
genemted in the preceding carendar year. Taxpayers with a sales vorume of$3 milrion or more must
include audited financial statements with their ta\ retums. The tax can be paid by the taxpayer in
two equal installments due on July 15 and January 15, subsequent to the filing ofthe declaration.
Th€ firsr installment of the tax covers rhe six_monih period ended December fi, subsequent to thefiling date of the declaration, while the second insta[rment of the tax covers the six-month period
ended June 30 ofthe subsequent calendar year. [fa terpayer elecs to pay the t&{ in filllon th;filing
date of the declaration (generally April t5.y, a 5% discounr is granted ariromatically on the total tai
amount due.

Any municipal license taxes collected in advance (that is, pertaining to a future period) are recorded
as deferred revenues. Defened municipal license tax revenues recoirled in the ac'companying GWFS
and CFFS amounred to $7,653,983 at June 30, 2011, which represents municipal licenses colected in
advance for rhe taxable year 201 l-2012.

4. MI'MCIPAL SALES AND USf, TAX

The State Public Law No. l17 of l,ly 4,2006 establish a local sales and use tax of L5% over the saleof goods and services made within the Municipalities boundaries. Under ttris iaw, every business
doing relail sales is requiied to register in tfie pueno Rico Treasury Oepanment lt nfO; to ottain aRetailer's Regisaation certificate. The_retairers are required to file moirttrtj satei tax retums uy ttre
20th day following lhe nonth in which the ra). was collecred.

A ponion of the. sales tax amounting 0.2ozo is restricted for the pa5,ment of long-rerm debl and isrecorded tn the debt service fund. The remaining ponion of l.Joo is recorded h lhe general fund
since is available for general operating pirrposes.

Sale tax receivable represents sales tax levied that were collected subsequent to June 30, 201l, butp€rtaining to cunent year p€riod.

5. INTERFUIID BALANCES

on July l. 2001, the Municipariry adopted the provisions of sraremen t No. Jg, r."naih FinatrcialStatement Note. Disclosures. issued by the covemmental arroiiing i,iori))a, Board. Thisstat€ment requires the disclosure of the flow of resources between funds and to assess thecollectibility ofinterfud balances. Interfund bat-ces ,t fun" :0, zo I I 
"onjnli ii,r," folfo*lng,
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TransftIs Ort:

General start
De bt

se rvice
Other

govemmental

fuuds

Total
govemmeDtal

funds
Traosfers Itr:
Ma"in fimds:

General find
Head start Iimd
Debt service ftmd

Nonmalrr funds:

Other govemmental fund

Total

Due lo:
Ma,br fiuds:

Ceneralfllnd
Head start fund

Debt service fimd
Nonmalrr fimds:

Other govemrnental fimd
Total

tund firnd tund

,;ra
27,892

44,7M q6,8: t
27,892

_ !,911,972 812e2 4,re.158 2,1s03e3 8267922
$ 1.367,86 _AL _4]2J1!_ ____2Jglor, $ sJ4X64'

Due from:

General stait
De bt

se l.vice
0ther

gove mmental
funds

Total
gove mmeDtal

frrtrdstund tutrd tund

,- 48t371 1,525,s-69 ,,*y

2.0E1.709--2.716.6684.800J77
$ 108r.70s 48lj7r

The principal purposes of inter-fund receivables and payables are; (l) recognize the outstanding
balance ofthe loans granted berween municipaliry.s firnd io temp"*aly'.""1."ii" p"yr"ll and otheroperating costs ofseveral federally and st re fundid programs, ani; 121 il 

"oue, 
,p"ci"f n,nas a"ncit.

The principal purposes of inter-firnd transfers are; (l) to recognized the excess ofcash in redemptionItnds rectaimed by the Municipatiry during fiscai year zoiOlzoii, "rj,'iiir"'*r". special tundsdeficit.

At June 30, 201I, all amounts due to arnong funds are considered collectible by the Municipality,s
management.

6. CAPITAI ASSETS

Capital asser activity for the year ended June J0, 2Ol I, was as follows:

Head

IIe ad
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Brknce at
t.ginntug of

C{vemmental activities
Cost basb:

Caplal asse6, not being depreciared/anonized:
Land

Coisrructbn in pn8ress
Toral capiral asseis, mt beine

deFEciared/amoftized

Capibl as*ls, b.ing deprecbred/mcdizd:
Buidings, srucues, and i'nprovemerts
IntasEutue and hftaestruchEe impmvements
Equihed

Licens€d vehictes

Toral capiral assets, being
dep.ecia&d/amoniz.d

Toial co6t basb of capiral ass€ts
Less: accunubted deprEciarih aid amortiation:

Buidings, slruch-r€s, and i,nprov€m€nb
Infrdstrucrure and in-haesEunrrc improvemenrs
Equirner[
Compt els

Lbensed \€hicles
Toral accurnuhted &pr€cialbn and

a/rl,0-li,,tk^
Net capiEt assels

fscal year IncE$es Dccrc.scs fs.rtye.r

$ 41,&7t,851 s ' $ - s 41,871,8St
6549,4rfi 424.729 - to,7g2,l2g

48.42t251 4)427,9 _ ri(6?om

1561.939 554 itdl

- 

l l6lxa

70._864,8{: 1010,528 - z8qsjll
r rq286o56 617]257 _ tx.5593

- 7,014,788

- 8,05t,073
_ t341,76t
- 29,K9

- 890,855
IJ8l.6l2 14674a

- 

l1n rt

- . r0.9q8.11{ 2,t45.021 - je.r33.167

!lq??910 4.r281j6 s t@44]q

fi241516 165.t30
t6.070J69 1,035,809

t$32A46 24259
331,868 44.131

7,4tX

919967 6J5l

5,756948 1257.840
7572,406 478fi7
1,155,034 t86,n7
247,7M 5/t63
3,7u 7&

u8,7t6 22.139

- 50,406,646

- 17,106)7a
- t,856,705

- 375l6D
- 7,4&
- n5st8

Depreciarhn and anortizalirn expense for rhe fiscar vear €nded Jure 10, 20r r was charg€d ro tumilonvrrograrns as forbw:Cnvermenal activiries
Ceneml governm€nrPubrcsar€ry t 

i#ff
Public work
cuturs and ,"creatbn Tll298

Healh and verar€ 974'944

Edrcadon 522a
lr5226

rolaldepnchrbn &d alhonizahoo expens€ S-,id.srt

The Municipality did not have corhplere and accumte accounting records ofcapitar assets er Ju,e30. 201 L In addition. rhe in&asrrucure ass€rs recorded i, th"-*".r;;y;;';;ment ot nerass€ts are not supported adequately in the accounting records ofthe Mu,if"fiJfi,l"
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7. Employees, RetireEeDt Systems

o) Plan Desctiption

The Municipaliry's employees participate in the Employees, Retirement System of theCovernment of puerro Rico and irs Insttmentalitie, (ERit'; ;r,;;;;mutti-emptoyer 
1asrelared ro lhe Municipalirv.s reooninS entitr) a.nn.a p.nrion--pi*."n uirf,"d Uy tt"q:rrg"y.3Jt. Substanria y a tult-tirne emitoyees offii CorrolJ*fii ana subsranlia yall muricipatitie,s arc covered by ERS under rhe ierms of puttic aciUo.-++-i olfr,r"y fS, feS f, *amended (Act M. 447). All regular and temporary employees ofthe Municipatrty become plan

members of ERS ar the date ofemploymenl uhile it is optional for ofti""ir rpi*,.a.
ERS members. other than those ioining it after March 31, 1990, are eligible for the benefitsdescribed below:

. Retiremenf Annuiql

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

Policcmer and firemeo:
50 with 25 years olcredited service
5E with 10 yea$ ofc.edited service

Other employees:
55 with 25 years ofcredited service
58 with l0 years ofcredited service

:l_t,i:T?* T: djg'ble for monthty benefit palments determined by the application ofthesllpulateO Deneht rattos to lhe member's arerage compensalioo. Average compensafion iscomputed based on the highest 16 months oi compensalion ."*g.iia 
-iy .ef.S. .fir"

amuity, forrvhich a mem-ber is eligible. is timired ro a minimum 
"iTjOo 

p"i,r1",r, *a 
"ma)flmum oI /) percent ol the average compensatio0,

Meril Annuity

ERS members are eligible for merit annuiry with a minimum of30 years or more ofcreditedservtce. I he annutty ior \ry}-ich the plan Inember is eligible is limited to a minimum of 65percent ano a maxtmun oi 75 percent ofthe average compensation.

Defened Retircment Arrnaity

A participating employee who ceases to be an employee of the Municipality after havingaccumulared a minimum of ten years of credited sewice quufit.. io. [ii"',nini't"n"tisprovided his/her contributions are lefi in ERS unrlt reactrlng S't years oi*"---. - ' *

Coordinated Plan

On rhe coordinated plan. by rhe time the employee reaches 65 years old and begins to receivesocial security benefirs. the pension benefirs ari *dr".d by ;;iJ;;;;- 
*" - * "

i. $ 165 per monrh. if rerired wirh 55 years ofage ana:O years?fcreaitea serrrceii. a $ll0 per month. if retired witir tess thin SS y""i 
"i"g" ".j'lol.ar. "fcredited service

iii. AII other between $g2 and $100 per rhonth.
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iv. Disability annuities under the coordinated plan are also adjusted al age 65 and insone cases can be reduced over $ I65 per monfh.

. Non-Cootdinared plafi

3:f^.-T:_-:ydlli"d ptan.the participating emptoyee and does nor have any change on lhepenslon Denetits upon receiting social secffity benefits.

. Retersionary Annuit!

An ERS member, upon retiremen! could elect to receive a reduced rctirement annuity giving
one or more benefit payments to his,ter dependents. The life annuity payments ;ould staft
after the death ofthe rctiree for an arnouni not less rhan $240 per ieiri iri-o""". ,fr* ,fr"
annuir}, pa,,rnents being receired b) the reliree.

. Occupationdl Disabilw Anrraiy

A participating employee, who as a direlt resurt of the performance of hivher occupation istotally and permanently disabled, is eligible for a disabiliry annuity oi S6- p".""nt of tfr"
compensation receiled at $e tine oflhe disabiliry.

. Nonoccuporional Dbabilit t Annuiy

A participaring emproyee. toraly and permanentry disabred for causes not rerated to hivher
?"..111'-":g^I" ," tess rhan I0 years of credited service. is eligibte for an annuig of
,r.)u 

percenl ot tl|e average lompensalion ofthe hrst 20 years o[ credited services, increas€d
oy r perceDt tor every addirional year ofcredited service il excess of20 years.

. Death Benefrlt

Occupational:

(r) 
*++g+segse - annuiry equat ro 50 percent of rhe participaling emptoyee,s salary at
the date ofthe dearh.

(b)Childr€tr - $10 per month for each child, minor or studen! up to a maximum benefit perfamily of$100.

Nonoecupationol:

Bqnelici.rv - the contributions and interest accumulated as of the date ofthe death plus anamount equal to the anoual compensation at the time of the death.

Postretircnunt:

lT:i'-.^:: yJ:l:T l]ins spouse ase 60 or oler and a child, r 8 or under. up ro l0 percenttou percent. tt not covered under Tille ll of rhe Social Security Act) (increasei to 50 percenteffective January l, 2004) of reriree,s p"r.ion o. ott 
"r*i'," 

ti!'"_*i-ii *y, 
"r 

O"
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accumulated contributions at the time 
-of 

retirement over the total annuity benefits receivedbelore death, limited to a mirimum of$750.

. Reluads

A participating emproyee who ceases hi$ter emproyment with ,he Municipaliry without theright to a rctirement annuitv has the .ight ro a r;tu;d oi the 
""""i1rr1"",""'Eni pr"" _yinterest eamed thereon.

. Cost ol Liying A4iastrrrentlot pefision Benefis

r:i.^i"jl:.11":ry1.1l: lln, (1" f:. r0) provided for increases of I percenr everymree or more years ot retirement. Act No. l0 requires further legislation ro gr.anr t}is
increase every three years subject to the presentation of actuarial stud;.s ,"garjlng is corts

::o_ 
j".::y,::,.1!1-:ins. ro prorecr rhe_financial h*hh 

"f 
ERa. ;;-i;i"-^. sun,"aounng tuul and the one gmnted on January l, 2004 are being financed by the Muni;ipalio,

and the other participating employers.

To avoid any economic impact on ERS,_the employers arc responsible for contributing toERs the amounrs to cover the henefit paynents arrd th; e;;;y; 
"ia""rptoy""conrributions with respecr to the panicipants iovered until the parri"ii_i.-."iitf," ,o*rr

nelrement age.

. ArrEa.hrrent to Act No. 117 elfecth,e Januar! 1,2000 ro create a DeJirred Co fiiburionPlan

On September 24, 1999, public Act No. 305, an amendment to Act No. 447, was enacted toeshblish a defined contriburion plan, know,n as System 2000. to .oue, .mptol... jolning
ERS on or affer Janua4/ 1,2000.

Employees that participated in the original plan as of December jl, l9g. had theopportuniry to ele$ to eitherutay in rh. defin"d benefit plan or tran"feiio Svsiem :r_rOO.

,.Ill:f:: ,1", J.'l* rhe Municipatiry on or after January l. 2000. were onty a oued ro
oecome memDers ol Svstem 2000

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Underrhis ner plar. tlere is a F,ool of plan assels. whi.t is inr"sr.a Uf m. ir""^iJ*.,h* *irf,mose or tne cosl_sharing multi-eftployer defined b€nefit plan. Neitheithe Com-monwealth
nor the Municipality guamrtee benefits at retirement age. 

'The 
annuity-t Uu"J.r'" f"..rf"which assumes that each fiscal year the ernploy"",s 

""oot 
itrtloo i*itt , .iri_r* .i S.Zg

lfj.:lt-ll.t ",Tp]"y:e\ 
salary.up. to a maximum or tO percent; i! inverr"J* in.,^","a oyrne emptoyee ,n an account which either (l) eams a fixed rate tased on the two-year

:::.jil M:*dy T*Tury Notes. ( 2 ) eams a rate equal to 75 percent of the retum of ther(J rnves'nent porttorro (net of management fees), or(3) earns a combination of both
lf1:ll:r ,Particjeants 

receive periodic account statements Jmir- i.-ii.*t a"n""aconEtDulon ptans shoutng their accrued balances. Disabilit) benefiE are nor itranred underSystem 2000. rafier are provided to rhose paniclp*t tt rr uoirnr"riiy""i." ,, p"#"ip"" t, 
"private insurance long-term disability program. 'Ih" ..pl"y;;;;;;;;"rl-tn!i ***,
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of,the employeet salary) with respect lo ernproyees under syslem 2000 wi continue andwitl be used ro tund rt'e cosrsharing mutti-em;t"i..;.i;; ;#;j# "
System 2000 reduced the retiremenr age from 65 years to 60 for those employees whojoinedthe cunent plan on or after January I, ioOO.

Historically, the Commonwealth has reported ERS and System 2000 in its basic financialstatements as pension trust funds. Accordingly, tl. Cornion*""itf, i. 
"rientty 

ussu.ingany acruarial deficiency rhar may exisr or Jse retared ,. ;; M;;;":;|il. paniciparingemployees because ERS does not.allocale to the Municipality 
"ry-"'"n.i"f deficienciespenaining ro paniciparing municipal employees. The MuniJipality is;nly[quired by law romske statutory contriburions at the ratesietailed below_

. Amendmerrts to Act No.147

In June and July 2003, the Govem-or of the Commonwealth signed three public Acts thatprovided rhe following ceftain b€nelrs lo rettreesj

Ill *:t,l llllrym monthty pensionpayments to $300, effective January 1, 2004.(o, r nenntat J percent rncrease in all pensions, effecrive January I. 2004(c) Increase in widow andlor beneflrciari€s- to SO p.r."rt7tf," Uefir received by thedeceased pensioner, effective January l, 2004.

All the benefits gmnted will be funded through budgetary assignments irl the Municipality,sgeneral fimd with respect to its retied employ;s.

The Board of Trustees of ERS approved, effective November 17, 2003, al increase in theamount gBnted on personal loans to padicipating 
".ploy.." f.o. $.l,0OO'tJS,OOO.

b) Fanding Poticy

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

Municipality and other employers
Employees:

Coordination plan:

Supplementation plan:

9.28 percent ofapplicable payroll

5.78 perc_enr of gross salary up to $6,600 per )ear,plus 8.2E percenl of gross salary in excess of
s6-600
E.j8 percent ofgross satary. This is rhe only choice
available lo police officers, firefighleB and majoN.

The total pension expenditures .ecorded in the category of administ ation for the fiscal yea6 endedon June 30, 2009,2oto alld 20u were, appro-ximatery, ali,ooii, 
- 

iiiC'o-oii. 
""d $6s8,000,respectively.
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8. LONG.TERMDEBT

The Municipality's Legislature is legally authorized to determine the cofltracting of debts of the
Municipality. Nevertheless, the laws and regulations ofthe Commonwealth also provide that:

. Direct obligations of the Municipality (evidenced principally by bonds and notes) arc
backed by the fullfaith, credit and taxing power ofthe Municipality; and

. Direct obligations are not to be issued ifthe amount ofthe principal of, and interest on,
such b,onds and notes (and on all such bonds and notes issued thereafter) which are
payable in any fiscal year, together with any arnount paid by the Municipality in the
preceding fiscal year on account of bonds or notes guannteed by the Muniiipality,
exceed l0 percent of the total assess€d value of the property located within the
Municipality plus the balance of the ad valorem taxes in the debt service fund, for bonds
payable to be repaid with the proceeds ofprop€rty ta\es restricted for debt service.

In addition, before any new bonds or notes ale issued, the revenues ofthe debt service fund should be
sufficient to cover the projected debt service requir€ment. At June 30, 201l, the Municipality is in
compliance with the debt limitation requirements. The general long-term debt acrivity for the year
ended June 30, 2011 was as follows:

Jorc 30,

2010
dft withiD

Bo.iowitrgs PrlD€ras Balr[ce rr
Juft 30,

rddiaiotr! d.ductior! 20ll
Bon& payable:

PuHic Improvem€nts BonG
Municipal Cineral Obligatbn Bon&
Municipal Creneral Obligrtln No.es

Specbl Obligatbo Bords
Special Ob[Sation Notes

Notes payabb:

CRIM:
LIMS
L^* 4A

Comp€nsa&d abs€nces

Esliinated liabiity for lnujc(Bt solid wast€

$ 361105 2&0m 334105 $ 29,m0
19J95,000 43,000 I,m5,000 18,403,000 I,111,000

755,m0 585,m0 85,000 1255,0m 160,000
205,000 - 25,m0 180,000 25,000

3290,000 - 205.m0 3.m5.000 220,0m
24,m7,rc5 628fffi 1378,(fr 23257,105 lJ45,mO

168342

122J15

3,112927

110904 57918 57,938

2,623 120992 2,78a
685,!y'4 2A27,&3 1J12J5O

a) Bonds and Notes Palable

The Municipality issues general and special (public improvements) obligations bonds and notes
to provide for the acquisition and consbu$ion of major capital facilitie;d equipment, as well
as, to cover certain operating needs. Bonds and notes payable at June 30, 201i ii composed of
the following debts:

5l

! llJ&JSo l.olo.mo 2.17650t 15,te5.76s $ 2.9t8l7o



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA
NoTEs To FINANCIAL STATEMENTS

JUNE 30,20t1

Publi In:!.overenr Bods:
19s5 serial bords, origi@tamom ofs2ztx)o, due h amual princbst i6tafrDents Engns Iiom $1,000 lo $2,000i
plrs interesr dlE ir amut instatlEnls ar a Ere of45{p/o thmugh Jan@ry l,2020

195 s.rhl bonds, orisiral a'rour of g55qum, dE in ann@r prirxlat instakEnrj Bnsng frcm g2zfi[ io
$55,105; pts intercst dlt in am@t anstaltE.rs at a ae of4.50plo 0rouSh January t, 2020

Total puHi lngovem€nt bonds

Cf, rEral Obligatbn Bon&:
196 sriil bords, originat armun of $g2j,OOO, dr h ann@l p.ircipst insanrEnts .dnght ftom $S0,C$0 to
$90,000; pID inbresr dlE in ann@l instatircnts ar a rate of4.5{p/o 0uough January l, 2012

1996 se'irl bods, original amlllr of $5,105,m0, dr. h armul prrf,iEl iDsraltErrs rangine ftom $210.000 io
&5q0mt phs ineresr dE in semiarnul insbllnents at mtes mr i0 excecd 6.63% lhrough July t, 2020

199 srial boflls, originat amlllt of S4J90,m0, dE n aflxul pdlciDal ilstalftlEnrs rangins ftom $ta0.000 io
$385,00q plus inerest drf in scmiann@l i.stallmnb rales not io exceed 5.6010 trough Jut l, 2m4

1999 s.rial bon&, original amornr of $1,840,m0, dle h arnual priripal insialfri€irt! ra.siie ftom $220,000 io
$370,000t ph6 ixe.esr dE ir scmiunrat instaLn€ds rar€s not ,o exce€d 5.01% tkough July t. 201?

2m3 serhl boods, o.isiBl anour of S705,000, dlE in ar[ ual Filripol iniaLrEnrs langiie fiom S20,m i,o
$60,000; pnrs tueest dtE in s€hiaflual injratlne s rares nor ro exc€ed 5.02olo tltro,Eh Jr|y l, 2t 7

2m3 scrial bonls, originat armunt of g2,a50,000, dlE in amur prin ip6j instalfrEf,ts rangins from S6j,000 to
$190,000j pnrs ixerest dr h semiam@t i.sratlrE(s rares mt io exceed 5.02% rlmugh Ju, t. 2m7

2m4 s€r;l bo.ds, orisi.at al}]oEi of grJl0,0m, due in amual Fi,rcipat insialtrcnts rdrdig frcm $70,000 io
S150,000i pID int€rcst dlE in semiannuatiNtaLEnrs Eres mt ro exceed 5.25% thrcdgh Ju, l, 2m3

2m5 serbl bods, filginal arDunr of S1.810,000, dD h aMual pdrip.l insiarrEnts ransing from Jl05,0m b
$ uq0m: phB inierest dE in semibnuat instaLrcrns mbs nd b exceed 4.73% ttroush JuV i, 2019

2005 seral borB, orisinat allloEt of J4,745,000, dlJe n airual prilciEl irsbftrEnrs l"rgig fi.o.n St25,000 to
$125,000; pts htere$ dE in s€mhDual iNtalircnts rars not !o exceed 5.02olo throuSh rut i, 2()29

201I srhl bords, disilatarmud of $43,m0, dll. in amuatp.incipal insraftnenr, Bnghg ftom g1,000 to S4,Oxl:
plus iriercst dlE in annual stattrcnts al a mt! of 4.50/0 ttmwh JaMry t,2036

Total geneml obligatbtr bonds

C*neral Oblieatbn Noes:
2009 g.iEml obligatbn note, o.iginal armunr of t400,000, due in annual Fimipal istaLnefts rangng ftom
$45,000 ro S70,m0r ptu brercst dE in semiamuat iBralt Ents 6res rct to e;c..d 7.5{rvo t}trough Ju, i, ;0t 6

2010 geEml oblisariJn no.e, orisjrat amunr of $355,000, dlE in annuat prbci,al imhlnnents rang4 from
$40,000 to S60,000i pbs hrercsl dE h semiannur instatrEnrs rat s ilor b exceed 250./0 ttroudr Ju!;, il6
20!l ge$eml obligatin note, orieibl amur of $581000, dlE in annual Fimipat iBrattnents nnginS from
365,0m !o $105,m0; plus intercst dlE in s€miamual iNrathrenrs mils nor io excee; ?.5{p/o r*,,gr, .l"ry riOit

ToLal geffBl ob[garbn nores:

Odstanding
AmouIt

s B,om

134t05

175,000

3255,000

3,495,000

2,095,000

585,000

2,035,000

1,405,000

1245,0m

4,070,000

43,000

18,$3,m0

l5J,0m

I t5,0m

585.000

1255.000
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SFcial Obfgatbn Bonds:

1997 serial boods, orisiial alnol4t of t400,000, dE in affnt.t FiE{oal i4srzttrEnts mngfu fron $2j,000 Io
$40,000; pLs irtEresl due in semianMl irsta&rE smtes mt ioexceed 5.00p,6 tlrcugiJu,l, mt6

Odstandhg
Amut

180,000

SFcial Obligatbn Notes:

2009 sFcbl oblbadon mt , origiDat anEur of ,3,475,000. dE in arm@t p.iqci@l in$aftrcnls lansiig fiom
$205,0m ro 1420,000; ptls inr€resl due h semhnntat insbttn€os al rates mt ro exceed Z5O",t ,f*rir, jrf, ,,2o,o 

l.oE5-oo.

Total bonds and mies payabE s 21257,!05

Th€ ceneral Obligation Bonds and the public Improvements Bonds are payable lrom the ad
valorem propery Ax of 1.50o/o which is restricred for debt service and retained by the
Govemment Development Bank for puerto Rico for such purposes.

The laws and regulations ofthe Commonwealth provide that public debt ofthe Municipality will
constitute a first claim on the available revenue of the Municipality. public debt includes bonds
and notes payable. The good faith, credit ana taxjng power of rhi Municipaliry are irevocably
pledged for the prompt payment ofthe principal and inierest ofthe bonds and nols payable.

Interest rates on serial bonds subject to variable raies are reviewed periodically by CDB and arE

lf:! :,1l. 
*" flucuation^of CDB'S \aeighred average rate for its commerci-at iup., progom.

Under this program, CDB issues commercial paper in the U.S. t xable and ta\-e;empt marlets,
in the Euodollar ma*et and to corporations that have tax exemption una.. tt e Comm'on*eattt ,s
Industrial Incentives Act and quali&, for benefits provided by the U.S. Intemal Revenue Code
Section 936.

Annual debt service requirements of maturity for tonds and notes payable are as follows:

Year
erding

Jure 30, priDciDal

20t2 $ 1,545,000

2013 t,ul,m
2014 1,658,000

2015 1,784,000

20t6 1,m1,000

20t7-2021 9,06q105

2022-2A6 3,954,000

2027-2031 1,685,000

2032:2036

Totals l! 23257,10j

$ 1,050398

1,17L413

1,080,097

982996
E77,934

2,7s3,141

9t3,127

153,720

zlLs

Itrtercst Total
$ 25%298

2,819A13

2,738,W7

2,76,996
2,778,934

11,822246

4,867,727

1,838,720

t6.l t5

5l

$ &986.,140 S i2243.s4s
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Propefly Tox Advonces

On_October 2 7, 1994, the Municipality entered into a financing ag"eement ro pay the debt relatedro me excess ot property tax advances ove: collections made by the puent Rico Treasury
Depaftrnent. During the fiscat year ended on June 30, 20 I I tf," a"Ut *^ 

"o*pi"Ll iuia.

Nolet Pq)able ,o CRIM

LIMS - On 200-i, th€ Municipality entered into a fina.ncing agrement with CRIM for the
paym€nt of the Municipality,s share of the cost of an information 

"manugemert 
syrr"m, a"quir"d

by CRIM on behalf of all municipalities, for rhe managemenr of 
" 

aigiaf a.iaOi." oi't*pay".s
properties located in Puerto Rico. The face amount ofthe loan was $g-gS,OZf. It is aue in amual
principal installments ranging from $54,639 to $57,93E, plus interest are i, .eml_ruut
installments at a mte of 5.95% through November 28, 2011. At June 30, 201I, ;e ;ahnce of
this note amounted to $57,938. The principal and interest maturities are 

^'f.li";,-- 
-

c)

Yearending
Jutre 30. Itrte rcstPritrciDxl

$ 57.938

$ 57.9i8

Total

$ 59,662

$ 59.662

2012

Total

L^fr 42 - qt_ 2002, rhe Municipality entercd into a fina.ncin8 agreement with CRIM for the
repa)'rnent of bonds issued for the sale of delinquent accounts. 

-ThJ 
face amount of the loan was

lll-t:}|: ,1 " 9t in semiannuat principat instalments ransing from Si,iS2'; i;,s:s, prr.
rnrerest due rn semiannual instajlments 

^t 
a ra/:e of 6.190/0 tkough July l, 2032. At June 30,201l, the balance ofthis note amounted to $120,092. The principil ana inter"rt ,natu.itie. 

"re ".follows:

Year etrditrg
June 30,

$ t-724

$ 1.i24

Intercst Total
2012

2013

2014

2015

2016

2017-2021

2022-2026

20272031

2032

Total

Prircipal
$ 1788

4963
3,149

3347

3,557

21,433

29968
39422

$ 7,388

7213

7,027

6,t29

6619
29,447

21,8t2

I1,458

$ 10,176

t0,t76
t0,r'76

t0,176

t0,t76
50,879

50,880

50,880

I4.J66 *gR t.7Ai
J_)n,0e2_ _q__9&2L _!_2!Jq3
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d) Comryntaled Absences

At June 10, 201 l, the liability for compensated absences is composed as follows:

Due Eithir Due after
oDe year otre year Total

Vacatbns

Sick leave

Compensatory ti'ne

Total

$ 534,378

391,103

1E7,069

$ 125,809

98q504
$ 660,187

1,380,607

387,M9

$ 2,427,863$1J11550 $ l.115.lll

e) Landftll Clos.oe and Postclosute Cost

Alcording to the regularions set forth by the U.S. Environment prorection Agency (EpA) in its
"Solid Waste Disposal Facility Criteria,,. issued on October 9, tOSt, rhe Muniiipaiity is required
to place a final cover on the Municipaliry,s landfill site when it siops accepti;g waste, and to
perform certain mainienaace and mooitoring functions at the site foi 30 yeils &er closure. In
accordance with GASB No. 18, the Municipality has to perform a study ofihe activities that need
available space and to comply with applicable state and federal regula;ons. The Municipality has
recorded an estimated liability of $9,332,770 in the accompanying GWIS, using istimated
cufient costs allocated, based on an estimate ofthe actual landfiil capicity used at June 30, 201 l.
The portion of the estimated curent costs to be incurr€d in fi:ture years is approximately
$409,000. Actual costs may be different ro the recorded esdmated li;biliry ;u; to inflation,
changes- in technolory, or changes in Acts and regulations. At June 30, 201 I tlie Municipality has
not perform a study of the activiries that need ro be implemented at the Municipalid,s iolid
waste landfill facilities and has not adjusted an estimared liabilir) in accordancewith that stud,r.
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balance is comprised ofthe foilowing:

M, ior eov.rnd.trbl n,n.lr

D.bt O.h.r

s-$ $ 1.17t,987 $

Totsl
He.d 3ti.t seryic. govemm€nt t govcmmerrd

fund fond furds
Fu.d b.hoces

Restricted

Gmqal govemmmt

Healtlt. sailation and welfe

Capital oLttlays

Public safety

HeaH! $nitalion and welfarE

Culture ,rd rec.eation

Total ftrd balaftes

- ,rn,io,
- 506,200
- 438,726

- 1,805,359

- 5,454,136

$ J,171,987

342325
239,502

506,200

418,726

I,E05,3t9

5,454,736

733,014 3,E2j,ll8 4,556,t12314.4E0 318,801 613.28tt,000 - I,mol0,52l 57,931 68.45t5.181 b54_s41 tu0,112. 279,t02 279,102
_r.84& t28 - 1.E48- t28Ff.r54i5: I - J--Irlss, l--l}r&.x Tf;frffi

10. COMMITMENTS AND CONTINGENCIES

.LAIMS AND JUD.MENTS - The Municiparirv is, at pres€nt, a defendanr in a number of lesal maners that aris€ riom
alleged improper applicalion ofpolicies and neglig€ncr in rhr ordinary course of rhe Municipatiry'; activjties. with respect !opendirg litigation' lhe Municipality has r€ported liabilities of$225,000 in the govemment wide starement ofnet assels_

It is management's opiniotl' based on th€ advice of rhe leSal counsel, rhat rh€ porenrial ctaims against rhe Municipatit nol
covered by iDsurance will not marerially affeq rhe finmciaj rcsources for its paymenr.

In addition' the Municipalirv is a defendanr or ccdefendant in severar legar proceedings, which are in discovery s68€.certain of th€se claims are covered bv insunnce- Legal counsels wirh the information curienrly avaitabte can nor derermine
lh€ final ouicome ofthese proceeding. However, it has been the Municipaliry's experience thar sr.rch actions are settt€d for
anount! substantially less thar the claim amounts.

FEDERAL CRANTS - In the normal course ofop€rarions, the Municipalitv receives gmnrs from vario* Fed€rar and srareag€ncies The Sranr progmms ar. subjecr !o audit bv agents of rhe granti;g authoriti, rhe purpose ot which is ro ensurecompliance.with condirioos precedenr io the sranring of tunds. Anv li;biritv f; r"r.u"'-".*l *ii.r, *.y *ise a! the relurtoflhese audils is noi b€tieved to b€ marerial.
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II. SUBSEQUENT f,VENTS

. On^OctoberJ0,.2003 the Municipal Legislature approved Ordinance 33, authorizing the issuanceoFCeneral Obligation Bonds in the arnount of gll+,000, fo. th" 
"onrnuction 

of Bo. pozuelo,s
sewer system. This bond is payable with resources collected through the Municipal Redemption
Fund.

. On September 2. 2010 the Municipality,s executive branch approved Resolution Numb€r 14,
authorizing the issuanc€ of a Sp€cial Note in the ainount oi'StZt,qOO, for the purchase oi
equipment. This bond is payable with resources collected through the Iriunicipal iedemption
Fund.

. On September 2t, 20l l the Municipal Legislature approved Ordinance Number 9, authorizing
the issuance of Geneml Obligation Bonds in the amount of $12,035,000, for the construction and
improvement of municipal facilities. This bond is payable witi resources collected through the
Municipal Redemption Fund.

. On November 30, 201I the Municipal Legislature approved Ordinance Number 17, authorizing
the issuance- of Ceneral Obligation Bonds in the amount of$2,665,000, for the improvement o-f
municipal facilities. This bond is payable with resources collected-through ttre Utunlcipai
Redemption Fund.

12. FUTURE ADOPTION OF ACCOI]NTING PRONOUNCEMENTS

The cAsB has issued the forlowing accounting standards that have effective dates after June 30, 201 l:

. GASB Statement No. 57, O?EB Measurefients 
.by.Agent Ehploye$ dnd Ageht Multiple_Employer

P/azr. This Statement is effective for periods beginning- after.lune iO, 2O tZ;'. GASB Statement No. 59. Financial Instruments Oinibus. This statement is efrective for periods
beginning after June 30, 20l l;

. 
9ff:^:::T."1 *l y, A:count.ing fd .Financial Reportinsfor Seryice Concessioh Artdnsements.
r nts shrement rs eflechve lor periods beginning after December J l. 2012;. GASB Statement No. 61, The Financial Repo W Entity: Onnibus_ an atuen(*rlent ol GASB

Statements No_ 1l and No. 31. This statement is effective for leriods beSinning ;fter June jO, 2013;. GASB Stalemert No. 62, Codilcation of Accottnting and F;nancial ieporriig Guidance Containedin P/e- Novethber 30, I9B9 FASB and AICqA pronouncemen ts. I t i. st t.-."nt is effective forperiods beginning afier December 31, 2012;. GASB Statement No.63, Financial Reporting of DeJened OutJlows of Resources, De/erred InJlows
oJ Reso rces ahd Net posrTioa. This statemeni is efflctive for ieriodsie!;rrinfaft ."O"""rnt". : t,20t2;

. CASB Statement No. A, Derivatiye Instruments: Application of Hedge Accounting Termination
!rulisigns (-an amend,nent of GASB Statemenr wo.'-i-1. ttris staremiit is effective tor perioas
beginning after June 30, 2013;

The Autho.ity's management has concruded that the future adoption of these GASB statements will nothave a significant impact on the Authority,s basic frnancial statements.
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COMMONVEAI,TH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

BUDGETARY coMpARrsoN scLt[DULE _ GENERAL FUND
rOR THE FISCAL YE{R INDEDJUNf, 30.2OII

MmtiEl l1rrl!€ .ares

CofistrEtin erne taxes

Chaiges fc * ies

Budgeled ArM[ls
OrisiEl Fi.ral basb) ow (uder)

s 1-225-121 S 6J92040 J6J9,040 g -
8,130,000 &130,000 1.(tst.a4 osEg26)
450,000 450.00 6E4,l8t 234,t81
205.000

Actal Vaitre
ahqrns wil liDl

ib'dCeLly bdget -

205,000 127,95A (n,U'
s2Iow 3278$56 (r,9e.t53)

125,000 125,000 l59jl5
Inle.goventrnlal gd'ns ard cduributim j.8l)9.4r 8
InverntFrl emioes

Total.everes

C.EmlgoE,rmni

CuluE ad rccEatin
H.aft- santlati- ad Veraft

Total erp€ndies

r4;t5
290,000 290,m0 145J69 (144,43t)

20235-145 2t!5LU9 l85l&793 (2,434.056)

9J68,738 |2tL@ &74q888 \SLEI|
a$$0 2,1r9Jl0 2,108,026

4ll?930 4)23,482 4293270
I t.884

302t2
t;67,4& tJ@,890 tJ00J83 N7
1620,94? 1.895.E6E 1.895,71? _ lJl

.)0215.t45 2t,052E4e ISJ4Z4S4 lt05J65

Erc.r3 olEv.ru.3 overctFodiiuBs S - t { ?r 1m ( ,r re

f, tplr..lbn of DiErc!..3:

Sornes/itrlo*! of fleirl rtsourc.s:
Acnsl amorls (hdg.ra.y basn) ,bva&bL fc apFqrirtiils',

frnn tE hdg.tary cdipo.im sch.duL
Dilreltrces - hrdgel basn io cAAp:

N€t &crce h Eeivabhs
Resdrces imihFd EmEs fq fiEftitt Epodilg

hn not fft hdgeiary Flp6es

T06l revenEs as Epdted q tlE srate@rr ofrcvrnEs, erpeDdiies
aid charg.s h tud bshnces - ge€limntal filds

Us.s/ort ors of !.mirl Esoorc..l
Aciul 8,r'@ls (hdgerary basb) ,total 

char8es io aEiqriariE,,
ftor dE hdgrlj.y cmparb@ schedi.

DifleEnces - hrdget h6b ro cAAp:
Nel i@e h paFbbg
N@hdget e4erdihfts
P.b. yea ercmharces ecdded s .@t ,€d expendi@s fd G{Ap b6sn
C@!.-ycd eemtrec€r Ecd{ed 6 cmnt ery.ndi@s fd Budeerary ba3b
R€s@es casilered epedinEes fd higer..y hn e mt eryeGes
{r frlffii rcFting pnp6€s

OPeatiry r?Efer.otn io crn r filds
Toial expendi@s s Epod.d d! lh. srat€mor ofEv.nues, expe.dhcs

.,ll chanSes h fild babe.s - gmnFErtatfiIxh

See .ccmpattying ,bt s to itE hdgelary cGnparbon sclE&f - geEEt frld

t 2].626.011

$ t8,51&793

a0r tJ02

1995938

$ 18J47,484

2J84,906

1E4&l9l
$3,0D

(El1,413)

(r2&819)
(11463)
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

NoTEs To BUDCITARY CouPARIsoN ScHf,DULO _ GENERAL FUND
AS OFJUNI 30,2011

The Municipality'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 when cash is received.
Shorl-term and long_tenn borrowings may be used to finance budgetary excess of expenditures over
revenues.

Under the budgetary basis_of accountin& the Municipality uses encumbrance accounting to rccord the
tuil amount ofpuchase onders, contracls and other commitments ofappropriated resourcea as deductions
from the appropriation prior the acfual expenditure. Ia the govemmental funds, encumbrances
accounting is a significant aspect of budgetaq/ control. Accordingly, expenditures are generally recorded
when the related expenditure is incurred or encumbered. Avairabie appiopriations and encumbrances are
established to lapse one year after the end of fiscal year. Amounts required to seftle claims and
judgments against the Municipality, and certain othe. liabilities, are not recognized until they are
encumbercd or otherwise processed for pa)rnent. Unencumbered appropriations ind encumbrancis lap

"t_ 19*:".1 Other appropriations, mainly capital projecs appropriations, are continuing accounts foi
which the Municipal Legisrature has authorized that an 

'nspent 
barance from the prior y:ear be caried

forward and made available for current spendin g.

The accompanying Budgetary Comparison Schedule _ General Fund, provides information about the
general fimdt original budge! the amendments made to such budget, aad the actual general firnd,s
results ofoperations under the budgetary basis of accounting for the fiical year ended Jlme a0, 201l.

Except for the General Fund and the Debt Service Fund, the Municipality legally does not adopt budgets
for its. major sf,ecial revenues and capital projects funds. Accordingiy, ieitirer accompanying bisic
finarcial statements, nor required supplementary information incluiei statements or revenues and
expenditures budget and actual-budgetary basis, or budgetary comparison schedules, respectively, for
these maJor prcgtms.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

BUDGETARY CoMparusoN ScHf,DULf, _ DEBT SERVICE FUND
AS oF JuNf, 30,20ll

Revemres:

Property taxes

Total revenues

Erperditures:

Deh servbe:

Principal

Interest

Total experdihrcs

Excess of revenues over expenditures

9udgeted amorfis
Actual amounts Variarce wih

(brldgetary flnalbudg€t-
Oricinal Final basb) over (under)

$2,r8r978 $2,181978 $ s,849357 $ 3,(f737s

Recodciliation of diE ttnccs :
Sortrces/inJbws of ftrranchl resources:

Actual amouna (budgetary basb) ,hvaiabb for appropriatbns,,
ftom the budgetary compa.hon schedub

Differences - hrdgetary bash to GAAP:
Resources consi(hred revenues for fmanchl reporting
but not for budgetary purF,oses

Differences in bases of accounting:

Nel iacrease in propert, t x receivabk

Total revenues reported on the statement of revenue,
exlenditures and clnnges in furd bahnces _ governrnental frrnds

Uses/outfbws of lnanc hl resouces:
Achul amounts (budgetary basi!) ,total charges to apFroprbtbns,,

from d|e budgelary comparbon schedub
Differences - budgetary besb to GAAP:
Resources consialered expenses for fmancial reFDrthg purpoGes but are not

expendirures for hdgetary pueoses
Differences in bases of accomting:

Net ircrease ii matured bonds due and payable
Net increase in rnained interest due and payable

Total expenditures reported on tlle statement ofreverues,
expenditules aIId changes h fimd bahnces _ governmental fiu s

See accompanying notes to the budgetary comparbon schedule _ debt service find.

__44978_ __2J_q!918 ____lR4g-lll_ ___ rSll-

9,3,978 93978
1,188,000 1,188,000

$2,18t97t $2.181-978

s-s

1,148,000 t54,022
t,mlJ93 tt64.fiTt
2,171393

s 3,677,964 $ t.671-964

$ 5,849157

388,t51

17. r00

$ 6275J08

$ zt7t393

291,46

150 000

(8208)

$ 26t0.65r



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

NoTEsTo BUDGETARY coMPARIsoN scHEDULE _DEBT SERVICE FUND
As or JUNE 30,20t I

An.annual budget has to be prepared under the budgetary basis ofaccounting, which is not in accordancewith CAAP for rhe Debt Service Fund. Under the 
-budgetary 

ba"i, .f u""oriti"g.i*rues are generally
recognized when cash is received.

,tJ:.f?.:l:^:^.::-r_.:= I:d by gD^B for th€ pqment of prinripal and interest of bonds issued bymem. Euogeted transters out liom the Geneml Fund arc made to finance budgetary debt requirements ;fOperational Bonds paid though CRIM.

The accompanying Budgear) comparison schedure - Debt service Fund. provides information aboulthe Debt Sewice tu_nd's origind budger ard rhe *uuf ,"*rr, oil[iuiioni rla-.. if,i uuag.u.1 t .i, oraccounting for the fiscal year ended June 30, 2011.

Except for the Geneml Fund and the Debt Service Fund, the Municipality legally does not adopt budgets
g"::,-T1.1 r111ll revenues and capital projects irnds. Accorlingiy, i"iti"i-r""o.p_ying U*;"rrnancrar statements, nor required supplementa4/ information include statements or revenues and

:JJ:^r1,y,^::*111g:t "rd 
actual-budserary basis, or budgetary compariron s.t laut"., re"p.ctir"ry, ro.

mese maJor prograns,
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COMMONWEALTH OF PUERTO RJCO
MUNICIPALITY OF GUAYAMA

SCHEDULI OF EXPENDITURXS OF FIDERAL AWARDS

FOR THE FISCAL YEAR ENDED JUNE 30. 2OI I

Federal G ra r fo r/Pass-th ro ugh

U.S. DEPARTMENT OF AGRICULTURE:

Federal
CFDA

Number

Pass-through
fntity Id€rtifying

Number Expenditures

Direct Program:

Water and Waste Disposal System for Rural
Communities

Pass-Through - State Departnent of
Education:

Child and Adult Care Food program

Total U.S, Department of Agriculture

U.S. DEPARTMEM OF HOUSING AND
URBAN DEVELOPMENTi

Direct Program:

Community Development Block Crant _
Entitlement Crants

Community Development Block Grant
ARRA fnritlemenr Cranls {CDBC_R)
(Recovery Acr Funded)

Total CDBC Entitlement Grants Cluster

Section 8 Housing Choice Vouchers
Program

Homelessness pre!ention and RaDid R(-
hou5ing Program { Recorery Actiunded)

Pass-Through State - State Department of
Family:

Emergency Shelter Grants

Total U.S. Departmenl ofHousing and
Urbatr Dev€lopmenl

U.S. DEPARTMENT OF HOMELAND
SECURITY:

Pass-Through State Governor Office

Disaster Crants public Assistance

Totrl U.S. Department ofHomeland
Security:

r0.760

l0.s 58

14.218

14.2.53

14.871

t4.257

1,0'73,144

1,79a.736

2,816,201

326,E00

3.143.001

$ 725,592

1,120,560

412,259

96.t I5

l,l.2l I

97.036

10,623

4,686,,143

62
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COMMONWEALTH OF PUERTO RJCO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF IXPENDITURES OF FfDIRAL AWARDS

FOR THE FISCAL YEAR ENDED JUNf, 30. 2OI1

Federal GraIttor,/Pass-through
Federal
CFDA

Number

Pass-throngh
fntity Identirying

Number Erpenditures-
U.S. Df,PARTMf,NT OT' LABOR

Pass-Through - Puerto Rico Human
Resources and Occupational Development
Council:

WIA Youth Activities

Total U.S. Department ofLabor:

U.S. DEPARTMENT OF
TRANSPORTATION

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

Alcohol TraBic Saferl and Drunk Drrving
Prevention Incentive Grants

Total U.S. DepartmeDt of Transportationt

U.S. DEPARTMENT OT IIEALTH AND
HUMAN Sf,RVICf,

Pass-Through - State Administration for
Children and Families:

Head Start Program

ARRA- Head Start program

Total Head Start Cluster

Total U.S. Department ofHealth and
lluman Service:

U.S. DtrPARTMENT OF ENtrRGY:

Pass-through State Office ofthe Energy
Affairs Adm inisrration:

Energy Efficiency and Conservation Block
Crant Program (Recovery)

Total U.S. Depertment ofEnergy

TOTAL f,XPENDITI]RXS OF
IEDERAL AWARDS

t6l, t6l

17.259

20.60r

91.390

93J90

36,207

36207

9r.600

93.708

I I,r29,208

'754,224

241-2010-000200

02sE9944/01

81.128

I t,883,412

r 1,883,432

t6r,16t

l Msl,q!4

Schedule ofExpenditures of Federal Awards
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COMMONWf,ALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

NOTES TO THf SCHEDULE OF E)OENDITURES O[ FEDERT4'L AWARDS

FOR THE IISCAL YEAR f,NDED JUNE JO. 20I I

NOTE 1 - GENf,RAL

The acrompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of theMlnlciellity.of.9uay:m4.. Puerto Rico tMunicipaliry) and is presentea on it 
" 

,oait"a *"rual basis. ThetnrorTnalon rn rhrs schedule is presented,in accordance with the requirements ofOMB Circular 4_133,Audits of States, Local Govemments, and Non_profif Organizations. ihe."fo.", .or. 
^.ount, 

p."a"nt a in
:!-::_':|;o-:f yt.o'T:r rrom amounrs presenred in. o; used i. ,r.,. p*p"*ii." .i. rhe sen€rar_purposeInanctat sklemenls. the reponing entiD is defined in Nole (l) 14r to the general_purioa..orbin.j
financial statements.

NOTtr 2 - SUMMARY OF SIGNIIi'ICANT ACCOUNTING POLICIES

1 The accompanying Schedule of Expenditures of Federal Awards is prepared from Municipality,s
accounting records and is not intend€dto present financial positionortheresuhsofoperations.. -

2 The Municiparity in accordance with the ierm., .""o.a. tri r:nunli"t tr*saciio-ni ano conditions ofthegmnts, which are consistent with accounting principles generally accepted in the United States ofAmerica.
3 Expenditures are recognized in the accounting period in which the liabirity is incurred, ifmeasurabre orwhen actuall) paid. uhichever oacurs first.

NOTE 3 _ FEDERAL CFDA NUMBER

The CFDA numbers included in this Schedule are determined based on the program name, rcview of gantcontract information and the Offrce of Management and Budget,s C"tf"g;_.i Federal DomesticAssistance.

NOTE 4 _ PAS$IIIROUGH GRANTOR'S NUMBf,R

State or local govemment redistribution of fedeml awards ro the Mu[icipaliry, feated as if they werereceiled directt) from rhe federai govemm€nr. oMB Circular A_tJ.t ..q;i;;;;;;;edute to inctude rhename.ofthe pass-through enrity and identi$in* number assigned Uy rfr'. p".r_rf,ro"gt entiry for federalawards received as a sub recipjent. Numbers identified as t,t,Aiare nJr 
"uuiLOf".' 

'-

NOTES_MAJORPROGRAMS

Major programs are identified in the Summary ofAuditor,s Results Secrion ofrhe Schedute of l.indings and
Questioned Costs_
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INDIPENDTNT AUDITORS' REPORT ON INTERNAL CONTROL OVER TINANCIALRTpoRTING AND oN coMpLTANCE AND orHrn lrAr.reni Bairo 6r.i ln nuolr orFTNANCIAL STATEMrNTS pERroRMf,D IN AccoRDANCf, wrrn Covrmr*rrxr
At]DITINC STANDARDS

To the Honorable Mayor and
Members of the Municipal Legislature
Municipality of Guayama, Puerto Rico

we have audited the financiar stalements ofthe-govemmenrar activiries. each major fund, and the aggregateremaining fund informarion of Municipaliq of cuayama. pueno Rico rVr"iiipuiirlf. as of and for rhefiscal )ear ended Jrrne 30. 201 l. *hich collecrirell comprise rhe N,,r"i"ip"liqf, ;"ri; n"ancial slaremenlsand have issued our report thereon dated March f l, 20i2. The report on th"'gor..nm"ntrt fund financial
statements was unquarified. In addition. the report on the governmentar wide- financiar statement has anadverse opinion because ofthe omission ofcedain capitar asiets and for the estimate made by managementof the liability of the solid waste tandfilt. We conducted our audit in *"o;;";;;; auditing standardsgenerally accepted in the united states of Amer;ca and the standards applicable to linancial auditscontained;n Goyernment Auditing Stdnddrcls, issued by the Comptrolle, C.n"iJl oi,h" Unit"a St"t"..

Interna! Control Ov€r Financial Reportins

ln planning and performing our audit, we considered the Municipaliry.s intemal control over financialreporting as a basis for designing our audiring procedures for the purproi" or"^fr"i"ing ou, opinion on thefinancial 
.statements. 

but not for the purpose of expressing 
"" ip;ri", 

",i ii" effectiveness of theMunicipality's intemal control over financial reporting. AccorJingly, *" ao *i 
"*p..., 

un opinion on theeflecrireness ofthe Municipality's inlemal control ovei financial reioning.

our consideration of intemar contror over financiar reporring was for the rimited purpose described in thepreceding pxrapraph and \al not desisn ro idenri8 afl d-eficiencies in inremai .onr-t orer financiarreponing rhar mighr be significant deriiencies o..ut",;"t *1"tn"..", 
";;;;;.", there can be noassurance that all deficiencies. significant deficiencies, or material *""kn".s"r'har" been identified.However, 

_as 
described in the accompanying Schedule of Findings 

"ra 
g,,".tio""j Costs, we identifiedcertain deficiencies in intemar contror over financiar reporting thaiwe coriiJ", to ii ,"t"ri"t *"ut n".r".and other deficiencies that we consider to be significant deficiincies.

A delcienLy in internar colllo/ exists when the design or operation ofa controt does not arolv managementor emplo;ees. in the normal course of perform ing tlieir arsigned luncrions. ro prerenr or detect and correctmrsstatem€nts on a limel) ba\ir. A napriul weuknetr ir a deficiencl. or combination ot deficiencie\, inintemal conkot such thar there is a reasonable possibiliry rhar 
" ;";;"1-;;;;.*t of rhe entity,sfinancial slatementq will not be Drelente.i. or derecred ani correcred on , ri..f1 irr,r. We conrider fiedeficiencies described in rhe accompanling S.f,"arf" 

"f 
iirJi"i.'rri"O'r.'l,,i"i"o-. 

"r,, 
ro be mareriatweaknesses. Findings i 1-lll,0t. I l-lI-02 and 1 t-lll_0j.

1::r:!r::::!::::r, is a deficienc). or combination ofdeficiencies. in intemat control rhat is tess severe

::xH#lI.'J:f.::ffi';"t'.::il:;T1"J:J.-,lJ;.T,:1:ifili::,'I,:T;r:::l.3xl,::;"a,r";y:
significant deficiencies. Finding I l-ll_04.

P. O. Eor gEa, p.lE€r
T.l. (7a71 a04-6{eo .

Strcct, Ndi 6o !to!th, Ousy.E., I,.B. oo?a5Fix (?a?) so.l.66sO . op.pod;G@hotD. ..oE



INDf,PtrNDf,NT AUDITORS' RNPORT ON INTERNAL CONTROL OVER FINANCIAL
RIPORTING AND ON COMPLIANCE AND OTHf,R MATTf,RS BASf,D ON AN AUDIT OFFINANCIAL STATEMENTS pER_FoRMED rN AccoRDANcE wni Covrruvurxr

AI]DITING STANDARDS (CONTINUED)

ComDliance alrd Oth€r Mrtren

As part ofobtaining reasonabre assurance about whether the Municiparity's financial statements are free ofmaterial misstatement. we performed tests of its compriance with iertain provisions of rarvs, regurations,
mntracts and grant agreements, noncompliance wirh which could hare a iirect and mate.ial effeci on thedetermination of financiar statement amounts. However. providing an opinion on compiiance with thoseprovisions was not an objective of our audit, and accordingly, wi do not express such an opinion. The
resuhs of our tests disclosed instances of noncompliance or-other mafters that are reqrired to !" reported
under Go"ernment Auditing standards and which are described in rhe accompa-nying dcreaute or riiaings
and Questioned Cosrs as irems I I .lll-01, I l-l -02 and I t-lll_01.

ye lot-el ::rr1in matters rhat we reporred to management of the Municipality in a separate lefter datedMarch 31, 2012.

The 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, accordingly,
we express no opinion on it.

This report h intended solely for the information and us€ of the management, the Honorable Mayor andMembers ofthe Municipar Legisrature, rhe office of rhe commissioner if Municipai Attairs, othen withinthe entity, federal 
.award 

ing agencies and pass-through entities and is not intendeito be and should not beused by anyone otherthan these specified parties.

b_cq-<:-
Pedl.rc. Ortiz Ledae-.pA
License Number 5200

Guayama, Puerto Rico
March I l, 2012

E63?5E h
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INDIPINDf,NT AUDITORS' RI'PORT ON COMPLIANCE WITH REQUIRf,MENTS TIiATCOULD HA}T A DIRECT AI{D MATERIAL EFFECT ON EACH MI.IOiIrrOCN.rIr Ei,tN ONTNTERNAL coNTRoL ovER coMpLIANcE IN ACcoRDANCe wrin olrr cnculan e-
tJ3

To the Honorable Mayor and
Member of the Municipal Legislatur€
Municipality of Cuayama, Puerto Rico

Compliance

We h"ve audited Municipality of Guayama, pue(o Rico (Municipaliry) complianc€ with the types ofcompliance requiremeots described in tie oMB circurar A- r)J coripriance Supprerrerl rhat courd have adirect and materiar effect on each Municiparity's major federar programs for rhe iscar year ended J,ne 30.
2011. The Municipariry- s major federar programs are identified in ihe summary ofauditor,s resurts sectionof the accompanying Schedule of Findings and euestioned Costs. Compliance with lhe requirements oflaws, regulations, rontracts and grants appricabre to each of its major federar programs is the iesponsibirityof the Municipality's management. Our responsibility is to express an oiinion on Municipality.s
compliance based on our audit.

We con-ducted our audit of compliance in accordance wilh audiling srandards gen€rally accept€d in theunited states of America; the standards appricabre to financial aud"its contained"in Go i"rror"it lraitig
standards. iss&d by the comptrolrer cenerar of the united states; and oMB Circular A-l ll, lraii" iJStates, Local Goyernments. an(t Non-proft Organizations. Those standards aJ CrNIA Circutar a_t::require that we pran and perform the audit to obtain reasonable assumnce about whether noncompriance
with the types ofcompliance requirem€nts refened to above that could have a direct and material effect ona major federal program occurred. An audit incrudes eramining, on a test basis, evidence about theMunicipality's compriance with those requirements and performing-such other procedures as we considered
necessary in the circumstances. we berieve rhat our audit providei a reasonabt basis for our opinion. o,raudit does not provide a legal determination of Municipality,s compliance with ttroie Lquirements.

As described in items I lJIl-06, I lJll-07 and I.l_lll_09 in the accompanying Schedule of Findings and
Questioned Costs, the Municipality did not comply with requirements rlrgriai,ig C"r'f, Management, Davis

lr::: i:,_*9 R:porring rhar a"re appticabte ro its Head Srarr Cluser. Co'mptiaice *itt such- requ irementsrs necessary. rn our oprnron, tor the Municipality to comply with the requirements applicable to thatprogram.

ln our opinion, excepl 
_for 

the noncompliance d€scribed in the preceding paragraph, the Municipality
complied. in all material respects, with the compliance reqrirem.nts *r...ii to u-to". that could hav€ adirecl and material€ffecl on each of its major federal programs for the fir""iy"* 

""a"a 
:un" :0, ZO I f. ff,.

resurrs o'! our audrtrng procedures ar50 discrosed orher in'tances oI noncompriance \ ilh Ihose requiremenrs,which are required to be reported in accordance wirh oMB circurar A-r:i 
"ra 

*r,i"i *" a*cribed in theaccompanying Schedute ofFindings and euestioned Cosrs as items JII-05. ff_iit-bt, tf-fft-fO. tf-fff_I I, l l-lll-12, I l-ttt-t3. I l- t-t4, n- I-t5 and I t- t_t6.

P.Oj !oa !5a, p.taor gtr.ct, Nd7 as No!th, OE.y.Es, r,.8, oozgEToI. ("az) 8a4-840o . For (?a?) aal-srCo.-iri"i.-aiif6ij.-"u.oo-



INDEPf,NDENT AUDITORS' REPORT ON COMPLIANCE WITH RXQUIREMENTS THATcout,D HAvf, A DIRECT AND MATnRTAL f,FFtrcr oN EACH nrlloi pi*ocnaru axn oxINTIRNAL CONTROL OVER COMPI,IANCE IN ACCORDANCT Wrig iIffi CTNCUT-AN A-
133 (CONTTNUTD)

Internal Contml over Compliance

Management of the Municipality is responsible for establishing and maintaining effective internal controlover compliance with the requirements of raws,. regu ration s, 
-c 

onlmcrs and gr_anri appricabre to federalprograms. [n planning and performing our audit, we considered Municipaiity.s rntemal control overcompliance with the requirements that courd have a direct and maieriar effecr'on a'major federar program todetermine the auditing procedures for the p,rpose ofexpressing our opinion o, .o.]riunc" 
"nd 

to t".t undreport on internal control over compliance in accordance with dMB Cncular a- llj, [ut not for the purposeof expressing an opinion on the effectiveness_of intemal control or., 
"o.pl;un.". 

A-"aordingly, we do note\press an opinion on the effectiveness ofthe Munic;pality.s intemal con,.ol or., 
"orpliun"".

our consideration of intemar contror over compriance was for the rimited purpose desc bed i,, thepreceding paragraph and was not designed to identiry all deficiencies in intemai cJntrol over compliancethat might be significant defic,encies or material weainesses ana *re.erore, ttre.e can be no assurance thatall deficiencies, significant deficiencies or materiar weaknesses have be", ii""tii"J. no*"u"r. as discusse.rbelow. we ;denrified cenain deficiencies in inremat conlrot o,., 
"orpiln." if,ui,i; .;;itilJ'il;;

material weaknesses and other deficiencies that we consider to be signifl"!", J"n"i"*i*.
A deJiciency in intemal control oyq complionce exis! when rhe design or opemtion of a control overcompliaoce does not attow management oi emptoy..r, in tte no.-J;;l;'.:f;;;;hg,heir assignedfunctions, to prevent or detect and conect,,noncompliance with a typ. oi.;r;];;;;" requirement of afederal program on a timerv basis. A matetiar \eakness in inrernat coiloior"r'"[),])lirr"" t u a"a"i"n"y,or combination of deficiencies, in intemar contfor over compriance. .r"h thut"t"." is a reasonabrepossibility that a material noncomplianc€ with a type of.compliaoce requi."r"ni oi u f.a".ut p.og.r. ;inot be prevented, or detected and corected, on a timely bisis. We consider the dificiencies in intemalcontror over compriance described in the accompanying schedure of Findings and Questioned Costs asitems I l-lll-06, I l-tll,07 and I I-II-09 to be material we;knesses.

A lignirtcdnt defcienq in intemal contn,l ot,er compliance is a deficiency, or a combination ofdeficiencies, in intemat controt over comptiance with i rype of.o.pliu;:;;"q;;.rent of a federalprogram that is less severe than a materiar weakness in irlrnar 
"ontroi 

or".- co.ipiian"e, y.t i.portantenough to me.it attention by those charged wirh govemance. w. 
"onrla"..J 

tr,e a'"nciencies in intemalcontror over compriance described in the accompanling Schedure of Findings anJ Questioned costs asitems,l r-rrr-05, r r-rir-oE. r 1-rrr-10, r l-rr-r r, r r:rrr-.,2,-r r-rrr- r:, ri-rir-i+. ii-rri,r5 and Il_rrr-r6 to besignifi cant defi ciencies.
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INDEPENDENT AUDITORS'REPORT ON COMPLIANCf WtTH RIQUIR-f,MENTS THAT
COULD IIAVE A DIRf,CT AND MATER]AL EFFECT ON EACH MAJOR PROCRAM AND ON
INTf,RNAL CONTROL OVER COMPLLA.NCf IN ACCORDANCE WITH OMB CIRCULAR A.

r33 (CONTTNUED)

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

This report is intended solely for the information ard use of the managem€nt. the HonoBble Mavor and
Members of the Municipal Legislarure, the office ofthe commissioner of Municipat Affairs. orheri within
the entity, federal awarding agencies and pass-through entilies and is not inteoded to be and should not be
used b) anyone other rhan these specified panies.

k{,a
Licens€ Number 5200

Guayama, Puerto Rico
March I l. 2012

e L3?3 a7
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COMMONWf,ALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHIDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR TIIE FISCAL YEAR ENDED JUNE JO. 20I1

SECTION I _ SUMMARY OI ALIDITOR'S RISULTS

Filrancial Statements

Type ofauditor's report issued:

Intemal control over financial reporting:
Material weakness identifi ed?
Significant defi ciencies identifi ed?

Noncompliance material to fi nancial statements noted?

Federal Awards

lnternal Control overmajor programs:
Material weakness identifi ed?
Signifi cant defi ciencies idenrifi ed?

Type ofauditor's report issued on compliance for
maJor paograms:

Any audit findings disclosed that are required to be reported
in accordance with Circular A-Bl, Section .5lO(a)?

Identilicatiotr of maior proqrams

Unqualified for fund financial
stat€ments and adverse for
governmental-wide linancial
statements

Yes X
Yes X

Yes X No

Yes X
Yes X

Yes X No

No
None reported

No
None reported

Unqualified, except for Head Start
Program Cluster

Name of Federal P

I0.558

10.760

t 4.E1 I

Child and Adult Care Food program

Water and Waste Disposal Systems for Rural Communities

14.218/ 14.251 Communiry Development Block Granr Clusrer

Sectioo 8 Housing Choice Voucher program

9f.600193.708 Head Start program Cluster

Dollar threshold used to distinguish between
Type A and Type B programs

Auditee qualified as low-risk auditee?

$562,67r

Yes No X
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CO]VIMONWEALTH OF PUERTO RICO
MUNICIPALITY OT GUAYAMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YE.{R ENTDfD JUNE 30. 2OI1

SECTION II. FINANCIAL STATEMINTS FINDINCS

FINDING

REQUIREMENT

CONDITION

ll-II-01

ACCOUNTING RtrCORDS AND R.EPORTING SYSTEM

The Municipal;ty did not maintain an accounting sysrem that generates
accurate ,lccounting information for the prepamtion of the 

-financial

slatements in conformity, ilh generally accepled accounting principles
(CAAP),

During our examination of the accounting cycle, we ooted that the
Municipality's accounting records are maintained in a cash and budgetary
basis and at the end of year, personnel of the finance departmen_t anl
extemal consultants summarized in electronic worksheets the revenues.
expendilures. encumbrances. capital as.ets transaction\. accounts
receivables. accounts payable and long lerm-debts. [here \ orl5heet5 are
used lbrrhe prepararion ofthe financial sralemenrs.

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 aicounting system for which ;;
reconciliation procedures are made among theirn. These accounting
systems does not provide for a self balancing set ofaccounts for eaci
fund operated by the Municipality.

b. No adequate,ear-end closing entries procedures are made to account
ior ail transactions affecting all funds.

Chapter VIII. Article 8.010 (b) of State Act Nu tnber gl- Ley de Lhmicipios
Aurononos del Estado Librc Asociado tle puerto Rrco ofiugust 30, | 991,
states that the Municipality must maintain its fund icounting in
accordance with CAAP. In addition, Article 8.010 (c) states that uni;orm
accounting slstem used by the Munic;paliD must produce reliable repons
and financial <alements provide complete infornaiion abour the resuirs of
rhe Municipaliq s operations and include the nece5sar) inremal conrrols to
account for all funds, capital assets and other assets.

The Municipality has not established effective intemal control procedures
over the preparation of the financial statements and the tiansactions
recorded on its accounting records_

CONTEXT

CRITERIA

-tl

CAUSf,



COMPIONWfAI-TH OF PUERTO RICO
MUNICIPALITY OF CUAYAMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THf, FISCAL YEAR ENDED JUNI JO.2OII

SECTION II - FINANCIAL STATEMINTS IINDINGS

FINDINC

REQUIREMENT

EFFECT

Rf,COMMENDATION

1l-II-01 (CoNTINUED)

ACCOUNTING R.ECORDS AND RtrPORTING SYSTEM

The Municipality is not in compliance with Chapter VI . Arricles 8.0I0
(b) and (c) of rhe Srate Law Number 8l of August 10, t 991.

We recommend management to €stablish the necessary intemal controls
and procedures in order to maintain a complete acco;nting system that
provides for the preparation of financial statements in accorjance with
GAAP-

The Municipalify maintains two set of accounting records; a manual
system and the computerized. The manual system is the one we are using
for financial .eponinB and the prepamrion of financial .taremenrs, ii
coordinarion trilh our external con)uhant5. We r ill continue \ ilh rhis
practice. until \ve acq-uire new accounting software. Also. we acquire ne*
accounting software for the accounting transactions related to revenues,

IANAC E [I IIiT Rf,SPONSE

AND CORRECTIvE,{CTION PL,{N

Responsible Person:

Implementation Date:

Amilcar Ayala
Finance Department Director
December. 2012
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULf, OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THf, FISCAL YEAR ENDED JUNE JO. 20I I

SECTION II _ FINANCIAL STATf,MENTS FINDINGS

FINDINC

REQUIRIMENT

CONDITION

CONTEXT

ll-II-02

ACCOUNTING RXCORDS. CAPITAL ASSATS

The Municipality do€s not have an effective system to account for capital
assets. including the infrastructure assets.

During our examination of the property records, we noted that the
Municipality does nol have adequate intemal controls and procedures to
ensure that all capitalizable e\penditures and dispositions are recorded in
the capital assets subsidiary ledger. AIso, the Municipality did not have
adequate supporting documentation of the cost of lhe infrastructure assets
reported in the prop€rty records. These infrastructure assets should be
.eported as part of the capital assets of the Municipality according to
Statement No. 14 of the Covemmeotal Accounting Standards Biard
(CASB 34)- In addirion, the Municipality did nor perform periodical
physical inventories of its capitalassets.

Chapter VIII, Article 8.010 (c) (3) of the State Law Number 8l_ Zey &
Municipios Autunomos del Estado Libre Asociados de pue o Rico dc l99l
of August J0, 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 Chapter VlIl, Article E.OIO (c)
(3) ofthe State Law Number 8l ofAugust 30, 1991.

We recommend management and the property Division of the
Municipality to make an inventory of the capital assets, support€d by
adequate documentation and reconcile it with the capital assets iubsidiary
ledger.

pLrN The Finance Department is scheduling an update of its capital assets
inventory to comply wirh GASB 34 and reconcile it wirh a physical
iwentory_ of Municipality,s capital assets. Also we are considering the
Municipality's infrastructure inv€ntory compose of streets, roads- and
bridges.

Responsible P€rson: Amilcar Ayala
Finance Department Director

Implementation Date: July, 2012

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

\r 1\,\c E\tElrT Rf,sPo\sf
\ID CORRICTM .\C',flON
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COMIVIONWEALTH Or, PUERTO RICO
MUNICIPALITY OF CUAYAMA

SCHEDULE OF FINDINGS AND QUESTIONID COSTS (CONTINUED)

FOR THE FISCAL YEAR INDfD JUNE 30.20TI

SECTION II _ FINANCIAL STATf,MINTS FINDINCS

FINDINC NUMBER

REQUIREYINT

I-[-03

ACCOUNTING RXCORDS
LANDFILL CLOSURE AND
MAINTf,NA}ICE COSTS

MUNICIPAL SOLID WASTE
POSTCLOSTIRX CARtr ANI)

The Municipality did not adjust in irs government wide 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 10, 201 l. the Municipality did not realize the required study ofthe
availab'e space and the estimated cost ofthe closing and post closing of the
Municipality's waste landfill. ln addition. the amount ofexpenses recorded
in the financial statements is based on an estimate made by the
Municipality's management.

Regulations set forth by the U.S. Environmental Protection Agency (EPA)
in its "Solid waste Disposal Facility Criteria"; the Municipality is required
to place a final cover on the Municipality's solid waste landfill site when it
stops accepting waste, and to perform certain maintenance aod monitoring
functions at the site for 30 yearc after closure. CASB 18 requires the
Municipality to perform a study of the activities that need to be
implemented at the Municipality's solid waste landfill facilities to
guarantee the maximum yield of available space and to comply with
applicable state and federal regulations. Based on this study, the
Municipality must recognize a liability in its statenent ofnet assets at June
30.20t 1.

The Municipality did not maintain an adequate control of the
accountability ofthe closure and post closure care costs of Municipal solid
waste landfill. In addition, the Municipality did not perform the study
required by EPA and GASB 18.

The Municipality is not in compliance with GASB lE and the "Solid Waste
Disposal Facility Criteria" issued by the U.S. Environmenral Protection
Agency.

We recommend management to perform the study of the activhies that
need to be implemented at the Municipality's solid waste landfill facilities
and determine the amount of the liability that should be reported in the
govemmental activities.

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

''t4



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHf,DULE OF FINDINGS AND QUESTIONID COSTS (CONTINUED)

FOR THE FISCAL YrAR ENDED JUN-f 30. 20lr

SECTION II _ FINANCIAL STATIMENTS FINDINGS

FINDING NUMBER

REQUIREMENT

l1-II-03 (CONTDruED)

ACCOT'NTING RXCORDS.
LANDFILL CLOSURX AND
MAINTENANCE COSTS

MUNICIPAL SOLD WASTE
POSTCLOSURE CARX AND

TIANAC fIt ENI RESPONSE

ANDCoRREcTTv[ /\crroN PLAN The Mrnicipality's management gave instructions to request a
confirmation from the extemal consultant. in charge of the solid waste
landfill, about the maximum yield of available space to calculate the
liability ofthe closure and post closure at June 30, 2012.

Responsible Person: Amilcar Ayala
Finance Department Director

Implementation Date: July, 2012
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COMIVIONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUf,STIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDID JUNE 30. 201I

SECTION II . FINANCIAL STATI}IENTS FINDINGS

FINDING NUMBER

REQUIREMf,NT

CONDITION

I l -II-04

ACCOUNTING RXCORDS. CASH/ BANK RECONCILIATIONS

The Municipality does not have effective intemal control procedures to
ensure that the bank reconciliations accounled in the Ceneral Fund (current
and payroll account) were prepared accurately, in a timely manner and
reconciled with the accounting records.

During our cash test, we noted that the Municipality does not have
effective intemal control procedures to ensure the prompt preparation of
the bank reconciliations ofthe current account and the payroll account of
the General Fund. During our audit procedures, we found that the
Municipality did not prepared rhe bank reconciliations of this rwo
accounts, the reconciliation process for this two accounts consists only of
including the ending bank balance less an approximation ofthe outstanding
checks ol lhe month. Also. $e nored thar rhere r as not an updated Mode'i
4a (the manual accounting system that summarized the cash transactions of
the Municipality), for the monthly cash transactions of the General Fund
and the special revenue funds. In addition, during our examination of the
accounting records, we noted that the Municipality did not have adequate
intemal control over the cash transactions of a bank account were the
Muoicipality pooled the cash balances of various non federal special
revenue funds. This situation caused that various non federal special
revenue funds, restricted fltnds as definition. were used as loans, to paid
operational costs ofother special revenue funds.

Chapter IV, Section l2 of the Municipal Administmtion Regulatory
Manual of the Puerto Rico Commissioner's Office for Municipal Affair
(OCAM), establishes that the accounring system ofthe municipalities shall
provide for the timely and accurate preparation of bank reconciliations. In
addition, the Municipality shall prepare a monthly report of revenues and
disbursem€nts, which has to be reconciled with the bank reconciliations.
Also, Article 8.004 (c) ofthe State Law Number 8l - Ley de Mltnicipios
A 

'nomos 
del Estado Libre Asociado de Pueno Rico de I99j - August

J0, 1991, states that the restricted funds received by the Municipality
should be only used for the purposes established by these resources. ln
addition, Article 8.010 (C) (2) and (3) of Stare Act Number 8l- l.ey de
i,lunicipiot Al ononos d"t E:taLlo Libre -4soctudo de pue o Rico ot
August 30, 1991, stated that Municipality should maintain accurate
accounting records and funds controls.

CONTEXT

CRITSRIA
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COMMONWEALTH OF PUIRTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULf, OF FINDINGS AND QUfSTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR f,NDED JUNf, 30, 20I I

SECTION- Il - TINANCIAL STATEMENTS FINDINCS

FINDING NUMBER

REQUIREMENT

CAUSD

rl-II-0.1 (coNTDruED)

ACCOUNTING Rf, CORDS- CASW BANK RICONCILIATIONS

The Municipality's intemal control procedures failed to assure that the
bank reconciliations were prepared in a complete manner and wjthin the
time required by law and prop€rly reconciled with the accounting records.

The Municipality is not in compliance wirh Chapter IV, Section I2 ofthe
Municipal Administration Regularory Manua, of the OCAM and Chapter
Vlll, Arricle 8.004 (c) and Artic,e E.0t0 (c ) (2) (l) ofthe State Act No.
81.

We recommend management to continue improving its intcrnal control
procedures over the preparation of the bank reconci,iations and assure that
accounting records are reconciled with these bank reconciliatjons within a
reasonable amount of time. in order to maintain proper control over cash.
We recommend management to continue strengthening the procedures in
order to obtain and maintain all the required documentation regarding the
special revenue funds transactions.

We gave instructions to the respoosible person to strengthen intemal
control on the preparation ofthe bank reconciliation. AIso, we are going to
monitor that these bank reconciliations were prepared in a reasonable
amount of time in order to comply with the regulations and to monitor
proper control on cash.

Responsible Person:

Finance Department Director
lmplementation Date: luly, 2012

EFFf,CT

R ECO M TI' f,:'{ DAT I ON

}IANAGEIIf,NI Rf,SPONST

A\DCORRECTIVE ACIION PL\T
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COM]VIONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHTDULE OF FINDINGS AND QUESTIONID COSTS (CONTINUf,D)

rOR THE FISCAL YEAR EN'DED JUNE 30. 20I I

SECTION III _ TEDERA.L AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROCRAM

Rf,QUIREMf,NT

NONCOMPLIANCE

CONDITION

1l-Itr-05

Hf,AD START (CFDA NO. 93.600) / ARRA- HEAD START (CFDA
NO. 93.708) U.S. DEPARTME\T OF HEALTH qND HI,ryrAX
SIRV-ICES; PASS THROUGH COMMONWf,ALTII OF pUf,RTo
RICO- ADMINISTRAIION FOR CARX AND INTEGRAL
DEVELOPMENI OF CHILDHOOD (ACUDEN)

COMPLIAI\ICE AND INTERNAL CONTROL

ALLOWABLE COST

During the fiscal year 2010-201I, the pro$ams disbursed funds without
the appropriate supporting documentation established by the State and
Federal Regulations.

During our grant disbursement test, we examifled eighty six (g6) and
sixteen (16) non payroll payments vouchers from Head Start and ARRA
Head Start, respectively and noted the following conditions:

a. In twenty five (25) voucher payments for construction projects and
purchase of goods and services, we did not found evidence in the
invoices or the receiving reports of the period were the jobs were
performed or the services or goods were received. Also, we did not
found evidence in three (3) voucher payments ofthe receiving reports;

b. ln three (3) voucher payments, the purchase orders were not signed by
the responsible officialsthat authorize those payments;

c. ln three (3) voucher payments, we did not found evidence of the
original invoices. Also, we found that for one (l) voucher payment, the
invoice was received before the services were performed;

d. ln six (6) vouaher payments, the purchase orders were prepared after
the services and the invoices were received by the program. In
addition, we found that for one (l) voucher payment, the services were
not rendered during the contract period_

45 CFR, Subritle A, Section 92.20 (b) (6) has established rhat accounting
records must be supported by source documentation such as canceled
checks, paid bills, payrolls, time and attendance records. contracts. sub-
gmnt awards documents, and othe6. Also, CFR 45 Subtitle A. Secrion
02.20 (b, ll) slates rhal effectire control and accounlabiliiy musr be
maintained for all gr_ant and sub$ant cash, real and personal pioperty and
other assets. Gmntees and subgrantees must adequately saleguari ali such
property and must assure that it is used solely for authorized purposes.

CONTEXT

CRITERIA
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COMMONWfALTH OF PUfRTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS -A.ND QUESTIONtrD COSTS (CONTINUED)

FOR THE FISCAL YEAR f,NDED JUNE 30. 201I

SECTION III - FIDERAL AWARD FINDINGS AND QUfSTIONED COSTS

FINDINC NUMBER

FEDERAL PROCRAM

I l-m-05 (coNTII\ruED)

Hf,AD START (CFDA NO. 93.600) / ARRA. HIAD START (CFDA
NO. 93.708) U.S. DEPARTMENT OF IIEALTH AIID HUMAN
SERVICES; PASS THROUGII COMMONWEALTH OF PUIRTO
RJCO. ADMINISTRATION FOR CARf, AT{D INTEGRAL
DE!'ELOPMENT OF CEILDHOOD (ACUDEN)

COMPLIANCf, AN'D INTERNAL CONTROL

ALLOWABLf, COST (CONTIIIUED)

The Program failed to maintain an adequate control over the maintenance
of the documentsthatjustii, the disbursement.

The Program is not in compliance with 45 CFR. Subtitle A, Section 92.20
(b) (3) and (6).

We recommend management to continue strengthening the intemal
controls and procedures designed to appropriately review the payments
vouchers and all the supporting documentation prior to the issuance of a
payment and assure that the requisition requested to the pass-through
agency are used for the activities allowed by the Program.

None

We gave instructions to the responsible person to evaluate every transaction
including rhe corresponding documenls { inrotces, receir ing reporls. among
others) to strength the intemal control and procedures before the issuance
of a payment or transfer of funds. This critical step will assure that the
requisition requested to the passthrough agency are used for the activities
allowed by the Progmm.

Responsible Person: Diana Pomales
Head Start Program Director

Implementation Date: April, 2012

REQUIREMENT

NONCOMPLIANCf,

CAUSE

EFTECT

RECOMMENDATION

QUESTIONED COSTS

MANAGENIf,NT Rf,SPONSE

AND CORRECTIVE \CIION PLAN
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COMMONWEALTII OF PUIRTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FTNDINGS AND QUISTIONED COSTS (CONTINUED)

FOR THf, TISCAL YEAR f,NDED JUNE JO. 201I

SECTION III _ FEDERAL -{WARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

Ff,DERAL PROCRAM

REQUIRIMENT

NONCOMPLIANCE

CONDITION

ll-III-06

HEAD START (CFDA NO. 93.600) / ARRA. HEAD START (CTDA
NO. 93.708) U.S. DEPARTMINT OF HEALTH AND HUMAN
SERvICf,S; PASS THROUGH COMMONWEALTH OF pUERTo
RICO- ADMINISTRATION FOR CARtr AND INTEGRAL
DEVELOPMENT OF CHILDHOOD (ACUDEN)

COMPLIANCE AND INTERNAL CONTROL

CASH MANAGEMf,NT

The Municipality did not minimize the time between the .eceiving of the
request of funds from the pass-through entity and the disburs€ment of
funds.

CONTEXT

CRITERIA

CAUSE

During our Cash Management test, we noted that the Municipality
maintained an average cash balance of approximatety $161,443 and
$114,251 io the Head Start and ARRA Head Start bank reconciliations,
respectively. In addition. the Programs did not disbursed in a timety
manner the request of funds advanced by the pass-through entity.

Code of Federal Regulation 45, Subpa( C. Section 92.20 (b) (7) states thar
the Program must maintain procedures for minimizing the time elapsed
between the transf€r of funds from the U.S. Treasury and disbursement
made by grant€es 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.?0 (b) (7).

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

EFFf,CT

RECOMMENDATION
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CO]VINIONWf,ALTH OF PUERTO RICO
MUNTCTPALITY OT CUAYAMA

SCHEDULE OF TINDINGS AND QUESTIONED COSTS (CONTINUED)

FORTHE FISCAL YEAR ENDED JUNf, 30.201I

SECTION III - FEDf,RAL AWARD FINDINGS AND QUf,STIONID COSTS

FTNDINCNUMBER rr-[I-06(coNTllruf,D)

FEDERAL PROCRAM IIEAD START (CTDA NO. 93.600) / ARRA. IIEAD START (CFDA

- REQUIROMENT

NO. 93.70E) U.S. DEPARTMf,NT O[ HEALTH AND IIUMAN
SERVICES; PASS THROUGH COMMONWEALTH OF PUERTO
RICO. ADMINISTRATION FOR CARE AND INTEGRAL
DE\'ELOPMENT OF CHILDHOOD (ACUDEN)

COMPLLANCE AND INTERNAL CONTROL

NONCOMPLIANCE CASH MANAGf,Mf,NT

NIANACE}IENT Rf,SPONSE

AND coRRf,cTrv0lc oN PLIN Actually we are trying to request in the monthly advances only the actual
obligations for the month. Also, we will continue strenglheniog the intemal
controls and the procedures to minimize the time between the receipt ofthe
request of funds and the cash disbursem€nts.

Responsible Person: Diana Pomales
Head Start ProgBm Director

Implementation Date: April, 2012
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COMI}IONWIALTH OF PUERTO RICO
MUNICIPALITY OF GUAYA]IIA

SCHIDULf OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THf FISCAL YEAR ENDID JUNE 30. 2OI I

SECTION III FfDfRAL AWARD FINDINGS AND QUESTIONED COSTS

FINDINC NUMBIR

FEDf,RAL PROCRAM

ll-tIl-07

HEAD START (CFDA NO. 93.600) / ARRA. IIE{) START (CFDA
NO. 93.?08) U.S. DEPARIMENT OF Hf,ALTH AND HUMAN
SERVICES; PASS THROUGH COMMONWEALTH OF PUERTO
RICO- ADMINISTR.{TION FOR CARf, AND INTEGRAL
DEVELOPMf, NT OF CHILDEOOD (ACI.IDEN)

INTf,RNAL CONTROL

DAVIS.BACON ACT

During the fiscal year 2010-2011, the Progam disbursed funds withour
obtaining th€ payrolls required by the Davis-Bacon Act.

During our grant disbursement test, we noted that the Programs disbursed
funds for construction improvements for five (5) Head Start centers and
found that the Programs neither received nor maintained evidence of the
contractors' required certified payrolls that shall be obtain€d weekly. Also.
the Programs are not assuring that the prevailing wages are paid to the
contractors employees.

Davis- Bacon Act.42 USC 5310.

The ProgEm failed to apply all the monitoring procedures developed to
test applicable contractors w ith resp€ct to the payment of prevai ling wages.

The Program is not in compliance with Davis- Bacon Act,42 USC 5J 10.

We recommended management to obtain the contractor's payrolls to be
reviewed on a weekly basis and to document adequately, that 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 wer€
interviewed were included in the contractor's weekly payrolls.

None

REQUIREMENT

NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFf,CT

RECOMMENDATION

QUf,STIONED COSTS
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CONIMONWEALTH OF PUf,RTO zuCO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL Yf,AR ENDED JUNf, 30. 201I

SECTION III - FIiDERAL AWARD FINDINGS Ai\.,D QUESTIONED COSTS

FINDING NUMBER TI.TII-07 (CONTIITUED)

FEDERAL PROCRAM HEAD START (CFDA NO. 93.600) / ARRA. IIEAD START (CMA

- REQUIROMENT

NO. 93.708} U.S. Df,PARTMENT OF IIf,AI,TH AND HUMAN
SERVICES; PASS THROUGH COMMONWEALTH OF PUERTO
RICO- ADMINISTRATION FOR CARE AND INTEGRAL
Df, \'ELOPMENT OF CHILDHOOD (ACUDEN)

INTf,RNAL CONTROL

NONCOMPLIANCE DAVIS.BACON ACT

NIANACEiTENT Rf SPOIiSE

.\ND CORRf,CTTVE Ac-ItoN PLAN We will gave instructions to the responsible person to assure that the
contractor certiry the payrolls will be evaluate and include as part of the
established process.

Responsible Person: Diana Pomales
Head Start Progmm Director

Implementation Datei April,20l2
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULf, OF TINDINGS AND QUESTIONf,D COSTS (CONTINUf,D)

FOR THE FISCAL YEAR f,NDED JUNE ]0. 201I

SECTION III _ FEDERAL AWARD IIINDINGS AND QUfSTIONED COSTS

FINDINC NUMBER

FEDERAL PROCRAM

l1-[I-oE

HEAD START (CTDA NO. 93.600) / ARRA- HIAD START (CFDA
NO. 9].708) U.S. DEPARTMENT OF IIEALTH AND HUMAN
Sf,RVICf,S! PASS THROUCH COMMONWEALTH OF PUf,RTO
RICO- ADMINISTRATION FOR CARE AND INTEGRAL
Df,Vf,LOPMENT OF CHILDHOOD (ACUDEN)

COMPLIANCI AI{D INTERNAL CONTROL

PERIOD OF AVALABILITY

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

The Head Start Program obta;ned a waiver in July 20, 20i 0 to liquidate the
ortstanding obligations at February 28, 2010. During our grant
disbursement test, we examin€d eighty four (84) voucher payments and

noted that the Program disbursed funds amounting to $249,561, for the
purchase of equipment and omce and educational materials, which were
received after the period of availability. These obligations were not
accounts payables at the end ofthe period ofavailability. Also. we found.
that the Progam paid two purchases orders that were not included in the
authorized waiver. In addition. we noted that in December 2010, the
ARRA- Head Start Program extended the duration of a construction
contract, after the end ofthe funding period.

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

269). The Federal agency may extend this deadline at the request of the
grantee. Also. Clause Eighth (8) number sixteen (16) of the Contract
between the Municipality and the Administration for Care and Integral
Development of Chitdhood (ACUDEN). states that the Federal regulation
establish a term of ninety (90) days to liquidate obligations payable at year
end. After this date there is no authorization for the payment ofobligations
rvith Federal funds and the grantee should liquidate the obligations lvith its
Ceneral Funds.

The Program failed to obligate, in a timely manner, the purchases of
equipment and materials-

REQUIREMENT

NONCOMPLIANCE

CONDITION

CONTIXT

CRITERIA

CAUSE
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COMMONWf,ALTH OF PUf,RTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULI OF FINDINGS AND QUf,STIONfD COSTS (CONTINUfD)

FOR THE FISCAL Yf,AR ENDfD JUNE 30,2OII

SECTION III - FEDERAL AWAR-D FINDINGS A}{D QUESTIONf,D COSTS

FINDINC NUMBER

FEDERAL PROCRAM

RtrQUIREMENT

NONCOMPLIANCE

EFFECT

r1-Itr-oE (CONTINUf,D)

IIEAD START (CFDA NO. 93.600) / ARRA. IIEAD START (CFDA
NO. 93.70E) U.S. DEPARTMENT OF HEALTH AIID HUMAN
SERVICES; PASS THROUGH COMMONWEALTH OF PUERTO
RICO. ADMINISTRATION TOR CARE AN'D INTECRAL
DEWLOPMtrNT OF CHILDHOOD (ACUDEN)

COMPLIANCE AND INTERNAL CONTROL

Pf,RIOD OF AVALABILITY

The P.ogram is not in compliance with Code of Federal Regulation 45,
Section 92.21 (b) and Clause Eighth (8) number sixteen (16) of the
Contract between the Municipality and ACUDEN.

we recommend management to improve the ex;sting controls, to assure

that the purchases orders are prepared in a timely basis. In addition, the
Program should continue strengthening the intemal controls and
procedures designed to appropriately review the payment voucher and all
the suppofting documentation prior to the issuance ofa payment.

None

We gave instructions to the responsible person to prepare the purchases

orders in a timely basis and to strength the intemal control prior to the
issuance ofa payment

Responsible Person: Diana Pomales
Head Start Program Director

Implem€ntation Datei April,20l2

RECOMMINDATION

QUtrSTIONED COSTS

iltANAC E}I ENT RESPONSE

.\ND CORRECTIV' ACIION PLTI
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COMMONWf,ALTH OF PUERTO RICO
MUNICIPAI,ITY OF GUAY-A.MA

SCHEDULf OF FINDINGS AND QUESTIONf,D COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDfD JL]NE 30. 20I1

SECTION III, FEDERAL AWARD FINDINCS AND QUfSTIONED COSTS

FINDINC NUMBTR

FEDIRAL PROCRAM

I l-Irr-09

HEAD START (CFDA NO. 93.600) / ARRA- HEAD START (CrDA
NO. 93.?08) U.S. DEPARTMEN'T OF HEALTH AND HUMAN
SERVICES; PASS THROUGH COMMONWEALTH OF PUERTO
RICO- ADMINISTRATION FOR CARE AND INTEGRAL
DEVf,LOPMENT OF CHILDHOOD (ACUD[N)

COMPLIANCE AIID INTERI{AL CONTROL

RXPORTINC

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 adequate accounting records and does not summarized the
information of all the financial transactions re,ated to assets, liabilities,
revenues and e\penditures of the Programs, in a formal general ledger.
Also, we found that the accounting personnel did not reconcile the amounts
reponed in the monthly reports submitted to the pass{hrough agency and
the accounting records. In addition, the in kind contributions of the
Programs did not agree with the accounting rccords and the monthly
reports submitted to the pass-through entity. Al5o, the Head Start Program
did not maintain adequate intemal controls over the accounting records to
adequately sepa.ate the administrative and programmatic costs of th€
Program.

Code of Federal Regulations 45, 92.20 (b) (2), states that grantees and
subgrantees must maintain records which adequately identi6, th€ source
and application of funds provided for financially-assisted activities. These
records must contain information pertaining to grant or subgrant awards
and authorizations, obligations, unobligated balaoces, 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 Progmm did not submit accurate rnonthly reports to the pass-through
entity in order to comply with the federal regulation.

REQUIREMENT

NONCOMPLIANCE

CONDITION

CONTEXT

CRITIRIA

CAUSI

EFFECT
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COMMONWEALTII OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS -{ND QUESTIONfD COSTS (CONTINUED)

FOR THE FISCAL YEAR f,NDED JUNE 30,2(TI

SICTION III, FEDERAL AWARD FINDINGS AND QUESTIONf,D COSTS

FINDINC NUMBER

FEDf,RAL PROCRAM

REQUIREMINT

NONCOMPLIANCE

RECOMMENDATION

QUESTIONED COSTS

}IANACE\4EN'I RESPONSE

AND CORRECIIVf, ACIiON

I l-Itr-o9 (CONTINUED)

HEAD START (CFDA NO. 93.600) / ARRA. HEAD START (CFDA
NO. 93.708) U.S. Df,PARTMENT OF HEALTH AND I{UMAN
SERVICtrS| PASS THROUGH COMMONWEAITH OF PUERTO
RICO. ADMINISTRATION FOR CARtr AND INTEGRAL
DIVELOPMENT OF CHILDHOOD (ACUDEN)

COMPLIANCE AND INTERNAL CONTROL

REPORTING

The Program should adopt as the accounting system the software provided
by the pass through entity. In addition, the Program should continue
implementing adequate procedures to ensure that financial information
submitted to the pass-through entity in its monthly .eports agrees with the
accounting records,

None

We will give instructions to the Program accountant to mainta;n 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 that the monthly repo.ts should reconcile with the
accounting records. Also, the pass- through entity is implementing an
accounting software program to standardize the financial information of
the Prog€m.

Responsible Person: Diana Pomales
Head Start Program Director

lmplementation Date: July,20l2

87



COLIMONWf,ALTH OF PUERTO RICO
MUNICIPALITY OF CUAYAMA

SCHfDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 3O.2OII

SECTION III - FEDfR"{L AWARD FINDINGS AND QUESTIONED COSTS

FINDING

TEDERAL PROCRAMS

REQUIREMENT

NONCOMPLIANCE

CONDITION

11-III-10

COMMUNITY Df,VILOPMENT BLOCK GRANT-
ENTITLEMENT GRANT (CFDA NO. T4.2TE) / COMMUNITY
DE\'ELOPMENT BLOCK GRANT ARRA ENTITLOMENT
GRANTS (CDBG.R) (RECOVERY ACT FI.INDED) (CI'DA NO.
I4.253)U.S. DIPARTMf,NT OF HOUSING AND URBA}I
DE\'ELOPMENT

COMPLIANCf, AN'D INTERNAL CONTROL

CASH MANAGEMINT

The Programs did not minimize the time between the receiving of the
request of funds from the pass-through entity and the disburcement of
funds.

During our Cash Management test, we examined nine (9) requests of funds
made by the Programs and found that five (5) requests took between four
(4) and fourteen (14) days from the moment the lunds were received and
the issuance of the checks. In addition. we noted that the Programs
maintained a combined average cash balance ofapproximately $67,701.

Code of Federal Regulations 24, 85.20 (b) (7) states, that procedures for
minimizing the iime elapsing between the transfer of funds from the U.S
Taeasury and disbursement by grantees and sub grantees must be whenever
advance payment procedures used.

Ihe Federal Programs and Finance Department ofthe Municipality did not
maintain appropriate cash management procedures in order to request
funds to the pass-through agency only for immediate needs.

The Program is not in compliance with Code of Federal Regulat:ons 24,
8s.20 (b) (7).

We recommend management to strengthen its disbursements procedures to
minimize the time between the tmnsfer of funds by the pass-through and
disbursement made by the Municipality.

None

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
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COMMONWSALTH OF PUf,RTO RICO
MUNICIPALITY OF GUAYAMA

SCHIDULE Of FINDINGS AND QUISTIONED COSTS (CONTINUED)

FOR THE FISCAL YfAR ENDED JUNE 30,20I I

SECTION III FEDER,{L AWARD FINDINGS AND QUESTIONED COSTS

FINDINC l1-III-10 (CONTINUED)

FEDERAL PROGRAMS COMMUNITY Df,VELOPMf,NT BLOCK CRANT-
ENTITLf,MENT GRANT (CFDA NO. t4.2IE) / COMMI]NITY
DEI'ELOPMENT BLOCK GRANT ARRA f,NTITLEMENT
GRANTS (CDBC-R) (RECOVERY ACT FU|IDED) (CrDA NO.
I4.253)U.S. DEPARTMENT OF IIOUSING AND URBAN
DE\'ELOPMENT

REQUIRTMENT COMPLIANCE AND INTERNAL CONTROL

_ NONCOMPLIANCE CASH MANACIMENT

NIANAGTNIf,NT Rf,SFONSI

- AND coRREcTr!'f, .rcTroN pll\ We will continue strengthening the intemal controls and the procedures to
minimize the time between the receipt of funds and the cash

ResponsiblePerson: VanessaVelezquez
Federal Program Director

Implementation Date: April,2012
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COMMONWEALTH OF PUERTO RICO
MUNICTPALITY OF GUAYAMA

SCHfDULE OT FINDINGS AND QUESTIONID COSTS (CONTINUED)

FOR THE FISCAL Yf,AR ENDfD JUNE 30,2OIT

SfCTION III - FEDIRAL -AWARD FINDINCS AND QUfSTIONED COSTS

FINDINC NUMAER

FEDERAL PROCRAM

11-Itr-r l

COMMUNITY DF]VEI,OP\IIINT

REQUIROMENT

NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

BLOCK GRANT.
ENTITLEMENT CRANT (CFDA NO. T{.218) U.S, Df,PARTMENT
OF HOUSING AITD IIRAAN DEVf,LOPMf,NT

COMPLIANCI AND INTERNAL CONTROL

PROCUREMENT AND SUSPENSION AND DEBARMf,NT

The Program did not include in the contracts, all rhe clauses required by
the Fedeml regulations.

During our contract provisions test, we examined three (l) construction
contracts, formalized during fiscal year 2010-201l. to veriry the
completeness of its clauses and noted that the following clauses were
missing:

* One (l) contract did not include a provision for legal remedies when
the contmctor violates the terms:

a Three (3) contracts did not include a provision for the compliance
with executive order | 1246:

.i Three (3) contracts did not include a provision for compliance with
Sections l0l and I0T "Contract Work Hours & Safety Standards Act:

'! Three (l) construction contracts did not include a provision for
compliance with the Energy Policy and Conservation Act (Pub L. 94-
16l, 89 Star E7l );

':. Three (3) contracts did not include a provision for compliance with
the Copeland "Antikickback";

+ Three (3) contracts did not include a provision for retention of all
required recordq for three (l) years.

Code of Federal Regulations 24, Subpart C, Section 85.16 (i) (l-ll)
establishes allthe required clauses that contracts should include.

The Program d;d not maintain appropriate procurement standard
procedures to assure that contracts include all the required clauses.

The Municipality is not in compliance with Code of Federal Regulations
24. Subpart C. Section 85.16 (i) (i-ll).
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDTNGS AND QUISTIONID COSTS (CONTINUfD)

FOR THE FISCAL Yf,AR ENDED JUNf 30. 20I I

SECTION III _ FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDTNC NUMBTR ll-[I-11 (CONTII\ruED)

FEDERAL PROCRAM COMMUNITY DEVELOPMENT BLOCK GRANI"
trNTITLEMf,NT GRANT (CFDA NO. I4.2I8) U-S. DEPARTMENT
OF IIOUSING AND I,IRBAN Df,Vf,LOPMENT

REQUIREMENT COMPLIANCE A"\D INTERNAL CONTROL

- NONCOMPLIANCE PROCURXNIE\T AND SUSPINSION AND DEBARMENT

RECOMMf,NDATION We recommend management to update the contract model accordilg with
the Federal requirements.

QUESTIONED COSTS None

]IIANIGENIf, NT RIiSPONSE

AND coRR0cTtva acTtoN pLAN We gave instructions to the responsible person to veriry the contracts to
strength the intemal control by including allthe required clauses according
to Federal regulatio0s. We are going to implem€nt a checklist for the
contract clauses that has to be included as part ofthe inprovement for the
procurement standard procedure. AIso, we are going to update the contract
model according to Federal requirement.

Responsible Person: Vanessa Veldzquez
Fedeml Program Director

lmplementation Date: April, 2012
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUESTIONID COSTS (CONTINUID)

FOR THE FISCAL YEAR f,NDED JLTNE 30.20I I

SfCTION III - FfDfRdL AWARD FINDINGS AND QUESTIONID COSTS

FINDING NUMBER II-III-I2

FEDERAL PROCRAM SICTION E HOUSING CHOICf, VOUCHERS PROGRAM (CFDA
14.87T) U.S. Df,PARTMENT OF HOUSING AND URBAN
Df,\'ELOPMf,NT

REOUIREMTNT COMPLIANCE AN'D INTERNAL CONTROL

- NONCOMPLIANCE SPECIAL IEST. DEPOSITORY AGRIIMENTS

CONDITIoN The Municipality failed to enter in a depository agreement with its
financial institution-

_ coNrrx' 
3*[':i"lii"1i1]l*";"ili,"00"r'ilsT:1fl.;1'iff,.:,i l,l;n:'rr,
the Municipa,ify.

_ CRITERIA Code of Federal Regulation 24, Subpart D. Section 982.156 (a) states that
unless otherwise required or permitted by HUD. all program receipts must
be promptly deposited with a financial institution se,ected as depository by
the PHA in accordance with HUD requirements. In addition, Code of
Federal Regulations 24, 982.156 (c) states that the PHA must enter into an
agreement with depositary in the form required by HUD.

- CAUSE The Municipality's management fai,ed to enter into agreements in the form
required b) HUD with irs flnancial institution.

- ETFECT The Program is not in compliance with Code of Federal Regulation 24.
Subpart D, Section 982.156 (a) and (c).

- RECOMMENDATTON We recommend management to contact its financial institution and
formalize, as soon as possible, the depository agreement in the foml
established by HUD.

- QUESTTONEDCOSTS None

trIANAGE]IIENT Rf SPONSE

- aND coRR[cTIv[ .\cTroi\ pL{N Actually we are in the process ofverifiing with our financial institution the
formalization ofthe depository agreement in the form established by HUD.

ResponsiblePerson: VanessaVeEzquez
Federal Progmm Director

Implementation Date: Immediately
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COtrIMONWEALTH Otr PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUtrSTIONED COSTS (CONTINUED)

FOR TIIE FISCAL Yf,AR ENDED JUNE 30.2OT I

SECTION III _ FfDERAL AWARD FINDINGS AND Q{,I'STIONfD COSTS

FINDINC NUMBER II-III-I3

FEDERAL PROGRAM CIIID AND ADULT CARX FOOD PROGRAM (CFDA NO. 10.558)
U.S. DEPARTMENT OF AGRICULTURE; PASS THROUGH
COMMONWEALTH OF PUERTO zuCO. Df,PARTMENT OF
EDUCATION

REQUIREMINT COMPLIANCE AND INTERNAL CONTROL

. NONCOMPLIANCI CASH MANAGOMENT

- CoNDITION The Program did not minimize the time beNveen the receiving of the
request of funds from the pass{hrough entity and the disbursement of
funds.

CONTIXT During our Cash Management test, we noted that during the fiscal year
2010-201l, the Program maintained an average monthly cash balance of
approximately $273,714 in books.

_ .RITERTA 
fti:."j,fi::"lfffil1l!'liJ;i,xili"i"';,'iilfi":i['.Xf]"1'l,T;:::
from the U.S. Treasury and disbursement by grantees and subgrantees must
be followed.

- cAUsE The Program and Finance Department ofthe Munic;pality did not maintain
appropriate cash management procedures, in order to request funds to the
pass{hrough only for immediate needs.

EFFECT The Program is not in compliance with Code of Federal Regulations 7,
Subpart C, Section 1016.20 (b) (7).

Rf,COMMENDATION We recommend management to strengthen its disburcements procedures to
minimize the time between the transfer of funds by the state and
disbursement made by the Municipality.

OUESTIoNEDCOSTS None

- il,tNlctltsNT RESPONSE

rND coRREcrrvE rcfloN pL^N We will gave instructions to the Finance Department to issue the checks in
approximately three (3) days once the receipt of funds from the State are

Responsible Person: Diana Pomales
Head Start Program Director

Implementation Date: April, 201l
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COMMOIIWf,ALTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS AND QUf,STIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR f,NDED JUNE 30. 20I I

SECTION III _ FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDINC NUMBER

FEDERAL PROCRAM

1l-Itr-14

cHrLD AND ADULT CARX FOOD PROCR-A,M (CFDA NO. 10.558)
U.S. DEPARTMENT OF ACRICULTURf,; PASS THROUGH
COMMONWEALTH OF PUERTO RICO- DEPARTMINT OF
EDUCATION

Rf,QUIREMENT

NONCOMPLIANCE

CONDITION

CONTf,XT

COMPLIANCf, AND INTIRNAL CONTROL

PERIOD OF AVALABILITY

The Program disbursed funds for goods alier th€ period ofavailabil;ty.

During our grant disbursement test, we examined sixteen (16) voucher
payments and noted that the Program disbursed funds in January 27. 201 l.
amounting to $51,760 for the purchase of food received in August 2010, a
month aft€r the end ofthe period ofavailability.

Code of Federal Regulation 7, Subparr C, Section 30t6.23 (b) states that a
grantee m st liquidate all obligations incurred under the award not later
than 90 days after the end of the funding period (or as specified in a
progmm regulation) to coincide with the submission of the annual
Financial Status Report (SF-269). The Federal agency may extend this
deadline at the request of the grantee.

The Program failed to obligate and liquidate, in a timely manner, the
purchases for food for the Head Start centers.

The Program is not in compliance with Code of Federal Regulation 7,
Subpart C, Section 1016.23 (b).

We recommend management to improve the existing controls. to assure
that the purchases orders are prepared in a timely basis. ln addition, the
ProSram should continue strengthening the intemal controls and
procedures designed. to issue the checks rvithin the period ofavailability.

None

CRITERIA

CAUSE

EFTECT

RECOMMENDATION

QUESTIONED COSTS
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COMtrIONWEALTII OF PUERTO RICO
MUNICIPALTTY OF GUAYAMA

SCHIDULE OF fINDINGS AND QUESTIONED COSTS (CONTINUfD)

rOR THE FISCAL YEAR ENDED JUNf, 30.20I1

Sf,CTION III _ Ff,DERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDINC NUMBER

FEDERAL PROGRAM

rr-III-l{ (coNTINUED)

CHILD AND ADULT CARX FOOD PROGRAM (CFDA NO. 10,558)
U.S. DEPARTMENT OF AGRICULTUR_E; PASS TUROUGTT
COMMONWEALTH OF PUIRTO RICO- DIPARTMENT OT
EDUCATION

COMPLIANCE AND INTIRNAL CONTROL

PERIOD OF AVALABILITY

REQUIREMTNT

NONCOMPLIANCf,

iTIANACEiIIENT Rf SPONSE

.(ND CORRECTIVI ACTION Pf ;\ii We will gave instructions to the prog"am staff that all the obligations for
services and goods have to be paid during the period ofavailability.

Responsible Person: Diana Pomales
Head Start prog.am Director

lmplementation Date: April, 20i2
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COMMONWE-A.LTII OT PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHIDULE OF FINDINGS.A.ND QUf,STIONf,D COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE JO. 20I I

SICTION tII _ FEDERAL AWARD FINDINCS AND QUfSTIONED COSTS

FINDINC NUMBER

FEDERAL PROGRAM

REQUIREMENT

NONCOMPLIANCf,

CONDITION

11-III-15

WATf,R AND WASTE DISPOSAL SYSTEMS FOR RURAI,
CoMMUNITIES (CFDA NO. 10.760) u.s. DEPARTMENT OF
AGRICULTURf,

COMPLIANCf, AIID INTERNAL CONTROL

ALLOWABLE COST

During the fiscal year 20 t0-201i, the program disbursed funds without the
appropriate supporting documentation established by the State and Federal
Regulations.

During our grant disbursement test, we examined five (5) non payroll
payments vouchers from the program and noted that jn three (3) vo;cher
payments amounting $?59,208, the purchase orders were prepared after the
construction services and the invoices were received by ihe Municipality.
Also, we found that for those voucher payments, the construction services
were not rendered during the contract or the contract amendments period.

7 CFR- Pan 1016.20 {b) (2) srates thal granrees and sub grantees must
mainlain records which adequatel) idenrifo the source and ipplicarion of
funds provided for financialll- assisled acliritie5. The.e records must
contain information pertaining to grant or subgrant awards and
authorizations, obligations, unobligated balances. asset;. liabilities, outlays
or expenditures and income.

The Program failed to maintain an adequate control over the maintenance
ofthe documents thatjustiry the disbursement.

The Program is not in compliance with 7 CFR, part 1016.20 (b) (2)

We recommend management to continue skengthening the intemal
controls and procedures designed to appropriately revie;the payments
vouchers and all the supporting documentation prior to the issuance of a
payment.

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION
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CO[IMONWEALTH OT PUERTO RICO
MUNICIPALITY OF GUAYAMA

SCHEDULE OF FINDINGS -{ND QUf,STIONED COSTS (CONTINUfD)

FOR THE FISCAL YEAR ENDED JUNE 30. 2OI I

SECTION III _ FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMAER

PADERAL PROGRAM

ll-IIl-15 (CoNTINUED)

WATER AND WASTI DISPOSAL SYSTEMS FOR RURAL
CoMMUNITIES (CFDA NO. 10.760) U.S. DEPARTMENT OF
AGRICULTURI

COMPLLA.NCE AND INTERNAL CONTROL

ALLOWABLE COST

None

We gave instructions to the responsible person to evaluate every transaction
including the corresponding documents (inroices. receiring repons. among
others) to strength the intemal control and procedures before the issuanc;
ofa payment or transfer offunds.

Responsible Person: Amilcar Ayala
Finance Department Director

Implementation Date: April,20l2

REQUIREMENT

NONCOMPLIANCE

QUESTIONED COSTS

]IIANACEIIENI RESPONSE

AND CORRECTI\ [ ACTION PLAN
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COMMONWEAI-TH OF PUERTO RICO
}IUNICIPALITY OF GUAYAMA

SCHEDULI OF FINDINGS AND QUISTIONfD COSTS (CONTINUfD)

FOR THE FISCAL YEAR ENDED JUNf, 30, 2OI I

SfCTION III _ FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDINC NUMBER

FEDERAL PROCRAM

lr-r[-16

WATER AND WASTf, DISPOSAL SYSTEMS FOR RURAL
CoMMUNITTES (CmA NO. 10.760) U.S. DEPARTMf,NT OF
AGRICULTURf,

INTERNAL CONTROL

DAVIS-BACON ACT

During the fiscal year 20t0-2011, rhe Municipaliry disbursed ftrnds
without evaluating the compliance wjth the Davis_Bacon Act.

During our grant disbursement test, we noted that the Municipality
disbursed funds for a construction of a water disposal system in irrrnt'a
Pozuelo and found that there were no adequate procedures to ensure that
the contractor was complying with the Davis Bacon Act. We did not found
evidence that the Municipality was verifoing weekly, the contractor,s
payroll to assure that it was paying the prevailing wage; to ihe employees.

Davis- Bacon Act, 42 USC 5110.

The Municipatity failed to apply all rhe monitoring procedures developed
to test applicable conkactors with resp€ct to the payment of prevaiiing
wages.

The Municipality is not in compliance wirh Davis_ Bacon Act 42 USC
5l10.

We recommended management to obtain the contractor,s payrolls to be
reviewed on a weekly basis and to document adequately, tiat the wages
paid by the contractors are in accordance with the wages istablished by ihe
Department of Labor and revise that all the ernployees that were
interviewed were included in the contractor.s weekly payrolls.

None

We will gave instructions to the responsible person to assure that the
contractor certiry the payrolls will be evaluate ind include as part of the
established process.
Responsible Person: Amilcar Ayala

Finance Depanment Director
Implementation Dare: Ap.il. :012

REQUIREMINT

NONCOMPLIANCE

CONDITION

CONTTXT

CRITERIA

CAUSE

ETTECT

RECOMMENDATION

QUESTIONID COSTS

f,IANACf}I ENT R f,SPONSf,

,\ND CORRECTII'f, AC-TION
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COMMONWf,AI,TH OF PUERTO zuCO
MUNICIPALITY OF GUAYAMA

SUNIMARY SCHEDULE OF PRIOR YfAR AUDIT F,INDIGS

FOR THI FISCAL YIAR fNDfD JUNE JO,2O1I

FINDINC
NUMBER COMPLIANCE

QUESTIONED
COSTS

CFDA
NUM Bf,R AUDITEE COMMENTS

t0-n-04 Cash
Management

93.600
91.708

None No corrective action has been taken.

The auditor reissued the finding for the
cufrentyear-
Finding .eference I l-lll-06

l0- l-05 Davis-Bacon 93.600 None No corrective action has been taken

The auditor reissued the finding for rhe
currentyear.
Finding reference I t-lll,O7

IO.III,06 Matching, Level
of Effort,

Earmarking

91.600
91.708

None Full corrective action has been taken.

We obtained and matched lhe reouired in_
Lind contribution lor rhe progmm rear
20 t0.:0 r r.

l0,lI-07 Period of
Availability

93.600 None No corrective action has been taken

The auditor reissued the finding for the
curTent year.
Finding reference I l-lll-06

l0-rrr-08 Procurement.
Suspension and

Debarment

9r.600 None Fullcorrective action has been taken.

The intemal controls over the procuaement
Process have been improved.

r0-r -09 Reporting 91.600
93.708

None No corrective action has be€n taken_

The auditor reissued the finding for the
curTent year,
Finding refer€nce I l-lli-09
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COMMONWEALTH OF PUERTO RICO
MUNICIPALTTY OF GUAYAMA

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDIGS (CONTINUED)

FOR THE FISCAL YEAR ENDfD JUNE 30,2lTT

FINDINC
NUMBER COMPLIANCf

CFDA
NUMBER

QUESTIONED
COSTS AUDITEE COMMENTS

l0-UI- 10 Activities

Unallowed

I4.87 r None Fullcorrective action has been taken.

System and procedures corrected.

t0 IIl,1r SpecialTest-
Depository
Agreement

I1.87r None No corective action has been
taken-

The auditor reissued the finding For the
current y€ar.
Finding reference I IJII-12

l0-ltr- r? Cash
Management

r0.558 None No conective action has been taken_

The auditor reissued the finding forthe
curTent year,
Finding reference I l-lll- l3

l0-Ut-i 3 Period of
Availability

r0.558 None No corrective action has been taken.

The auditor reissued the finding for the
cufrentyear.
Finding rcference I I-tll-14

I0-[t-14 Procurement
and Suspension
and Debarment

t0.558 None Full corrective action has b€en taken.

We included all the required clauses in the
Contracts and verified the suppliers in the
EPLS,

IO.III,I5 Reporting 10.558 None Full conective action has been taken.

We are preparing the reports in accordance
w;th the requirements established by rhe
pass{hrough entity.

l0r



COMMONWEALTH OT PUERTO RICO
}IUNICIPALITY OT GUAYAMA

SUM]IIARY SCHEDULf, OF PRIOR YEAR AUDIT F'INDIGS (CONTINUED)

FOR THf FISCAL YEAR ENI)f,D JUNE JO,20TI

IINDING
NUMBER COMPLIANCE

CFDA
NU N,I BER

QUESTIONED
COSTS AUDITEI COMNIENTS

09-IIt-04 Allowable Cosl/
Cost Principles

9i.600 $87. t01 No corrective action has been taken.

The audirors did nor idenrified durins
fiscalyear l0l0-20I I rr3osactions re'iaie.l
to this finding.

09-trr-05 Cash
Management

9i.600 None No corrective action has been taken.

The auditor reissued the finding for the
cuftentyear.
Finding reference I l-lll-06

09-[t-06 Davis-Bacon 93.600 No11e No corrective action has been taken.

The auditor reissued the finding for the
curTent year,
Finding reference I l-1fl-07

09-II,07 Matching, Level
ofEffort,

Earmarking

93.600 None Full corrective action has been taken.

We obtained and matched rhe reouire.l in-
Lind conlribution for rhe program \,ear
2010-20 r I

09- t-08 Period of
Availability

91.600 None No corrective action has been taken.

The auditor reissued the finding for the
curTentyear.
Finding reference I l- I-08

Suspension and
Debarment

None Fullcorrective action has been taken.

The intemal controls over the procurement
process have been improved.

09,ut-09 91.600
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CO]VIMONWE-{LTH OF PUERTO RICO
MUNICIPALITY OF GUAYAMA

SUMMARY SCHIDULE OF PRIOR YIAR AUDIT FINDIGS (CONTINUED)

FOR THI FISCAL Yf,AR ENDID JUNf, 30. 20I I

FINDINC
NUMBER COMPLIANCE

QUESTIONED
COSTS

CIDA
NUMBER AI]DITEE COMMEN'TS

09-rrr,l0 Allowable Cost/
Cost Principles

14.2 r 8 None Full corrective action has been faken.

We strengthened the internalcontrols and
procedures over the payment process.

09-[t-t I Equipment and
Real Property
Management

r.1.218 None Full corective action has been taken.

System and procedures improved and
corrected.

09- r-r2 Procurement
and Susp€nsion
and Debarment

14.2 lE None Partial corrective action has been taken.

We reimburse the amount ofquestioned
cost for the acquisition ofa motor vehicle.
In addition. \ne are verirying rhe supptiers in
lhe EPLS.
Finding reference I I-lll-t I

09-Ir- rl Slbrecipienl
Monitoring

14.2r8 None Fullcorrective action has been taken.

We are monitoring the subrecipients once
a yeat.

09-lI-l4 Activhies
Allowed or
Unallowed

14.871 None Fullconective action has b€en taken.

System and procedures corrected.

09- t- I 5 Cash
Management

r0.558 No corrective action has been taken.

The auditor reissued the finding for the
curTent year,
Finding reference I I,lll-tl

Period of
Availability

No corrective action has been taken.

The auditor reissued rhe finding for the
curTent year.

09-t - r6 l0.s5E None

Finding reference I IJII- l4



COMMONWEALTH OF PUERTO RICO
MUNICTPALITY OF GUAYAMA

SUMMARY SCHIDULE OF PR]OR YEAR AUDIT FINDIGS (CONTINUfD}

FOR THE FISCAL YEAR f,NDED ruNf, 30. 20I1

FINDINC
NUMBER COMPLIANCE

CFDA QUESTIONED
NUMBER COSTS AUDITEE COMMfNTS

09 III I7 Procurement
and Suspension
and Debarment

10.558 None Fullcorrective action has been taken.

We included all the required clauses in the
Contracts and verified the suppliers in the
EPLS.

09-IIt- l8 Reporting 10.5 5 8 Fullconective action has been taken

We are preparing the reports in accordance
with the requirements established by the
pass-through entity.

None

08-05 Cash
N,lanagement

93.600 None The audit finding does not warrant further
action because two years have passed since
the audit report in which the finding
occurred was submitted to the Federal
Clearinghouse.

08-06 Matching, Level
ofEffort,

Earmarking -
Matching

9i.600 None The audit finding doeq nol $arranl fu(her
aclion because tuo;ears have passed Since
the audit report in which the finding
occured was submitted to the Federal
Clearinghouse.

08-07 Matching, Level
ofEffort-

Earmarking
Administrative

Cost Limits

9t.600 None The audit finding does not warrant further
action because two years have passed since
the audit report in which the finding
occuned was submitted to the Federal
Clearinghouse-

l0,l


