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INDEPEI'IDENT AUOITORS' REPORT

To lhe Honorable l\,4ayor and
MunicipalLegislature

Municipalily of Lares
Lares, Puerlo flico

we have audited the accompanying rinancial staten ents ofthe gove rnmenla I activilies, each majorfund and
lh-e aggregate .emaining lund inlormation o, rhe Munrcipality ol-Lares, as ol and lorttre yearended June 30,
2010, which collectively comprise rhe l,iunicrpatity's basic financiat sratemenrs, as trsted in the table ofcontents. These linancial statements are the responsibility ol the Municipaiity,s management. Our
responsibility is to express opinions on lhese linancial stalemenls based on orirrdit.

we conducled our audit in accordance wirh auditing standards generaly accepted in the united states of
America and the standards appricabre ro iinanciar a udits contained in Govi rnnent Audirng srandards, rssued
by lhe comptroller Generar or lhe uniled states. Those standards require that we prin ino perform the audit
to obrain reasonabre assurance about whether the financiar statements are free or mateiiat misstatement. An
audit includes examining, on a tesl basis, evidence supporting the amounts and disclosures rn the linancial
statenenrs. An audir arso incrudes assessing the accounting principres used and signiiicanr esiimates made
by man agement. as we il as evaiuating rhe overail tinancial staiemenl presentation. ive be tieve lhat our aud it
orov.des a reasonabte basts for our op.n,ons.

ln ouropinion' the fin ancial siate menls rererred to above presenl rairry, in arl rnate riar respecrs, the respective
linancial position ol the governrnentaractivrties, each major rund andtie aggregate remiining tund rnrormarion
olrhe i.4unicipality or Lares as of June 30, 2010. and the respective changii in-rinanciai posrtron, ror tne riscar
year then ended in conrormity w h accounting principles generalry accepled in the united states or America.

ln accordance wrth Goyennent Auditng Standatds,we have also issued our repon dated November 23, 2010,
0n.0ur consideration or lhe Municiparty's nternal conrror over financial reporting and our lests or its compriance
wlth certain provisions of laws. regulations, conlracts, and grants agreemenrc;nd olhermatters. Thepurpose
o'that report is to describe the scope or ourtesring or inte rnar contr-or over financrai reporting and comptiance
and lhe results oflhal testing, and not to provide an opinion on the internal control over linancial reporting or
0n compriance- That reporr is an integral part or an audit performed in accordance wilh 6 overnnenr Auditing
Slardardsand should be considered in assessing the results ol our audjt.

surc l5l. PO Box 702i0. San .luan. PR. l)09.1G7150 , phore r78?, ?56 8511. Far r787 r t7!{567
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Accounting principres generairy accepred in the united states of America require ihat rhe managements
discussion and analysis on pages 3 through 15 and budgetary companson information on pages 52 th-rough 53
be presented lo suppremenlthe basic financiar srateme;ts. such i;formation, arthough nota parloithebasic
financialstatements, is required by the GovernmenlarAccountinq slandards Board,;ho considers it ro be an
essenrial part of llnancial reporling for placing rhe basic financi;l slatemenls in an appropriare operarional,
economic. or historicalcontexl. We have applied certain lirnited procedures to the required suppiementary
informalion in accordance with audiling standards generally accepted in the united staLs otAmerica. which
consisled of inquines of management about lhe methods of preparing the informatton and comparing the
information lorconsistency with managements responses to ourinquiries, the basic fin ancrar statemenrs. and
otherknowledge we oblain during our audit ofthe basic linancialslatements. Wedo nolexpressan oprnion or
provide any assurance on the information because the rimited procedures do not provide us wrth sutficient
evidence lo express an opinion 0r provide any assurance.

our audit was conducted for the purpose of formiflg opinions on lhe financial slatements that collectively
comprise lhe Municipalily of Lares's financial slalements as a whole. The accompanying schedule oi
expenditures offederalawards is presented forpurposes of additionalanalysis as required btu S. Ofl]ce of
Managemenl and Budgel circular A-133, ,4ud,ts ol stares. Lacal covernnenrs. and Non-profi organizarions,
and is also not a required part of lhe financial statements. Such information is the responsibility ol
managemenl and was derived from and relates direclly lo the undedying accounling and otherrecords us;d to
prepare lhe Rnancialstaiements. The information has been subjected tothe auditing procedures applied in the
audit ofthe financial stalements and certain addition al procedu res, including compiring and reconciling such
informalion directly to the underlying accounting and otherrecords used lo prepare lhe fnancial slalemanls or
to the financial statements themselves, and olher addjtion a I procedu res in accordancewith auditing standards
generally accepled in lhe united states of America. ln our opinion, the information is fairly siated, in all
material respects. in relation to the financial statements as a whole.

San Juan, Puerlo Rico
November 23, 2010

The slamp 2571469 was
to the origrnaloflhis
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COITIiIONWEALTH OF PUERTO RICO
MUiIICIPALITY OF LARES, PUERTO RICO

MAiIAGEMEI{T'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENOED JUNE 30 201O

The jollowing 
d iscussion and anarysis of the r!.'runicrpality of Lares finanoar perfo/mance provides an overview of rhei,'luniciparity's linanciar activities for the riscaryear ended June 30,20r0. pr"j.e ,""0 ,i .-"lnrr r"tion with thefinanciar

slatements, which lollow lhis sectiofl.

FIiIAt,ICIAL HIGHLIGHTS

Highlights lor Governmenl-wido Financial Statoments

The governmenrwide rinanciar sratements report infornation about the Municiparity as a whore using the economic
resources measuremenl focus and accrual basis of acroufltingl

. 
Il9^r:rlf 9f-tl9 lr"icipatity, on a govemment-wide basis, exceeded ils tiabitities al rhe ctose offiscatyear
2010 by $9,961,040 (ner assels).

. Revenues decreased by $176,785 (1.16%)and expenses decreased by $j,664,126 (10.49o/o)in comparison
wilh year 2009.

. Nel chaoge in net assets amounted to $885,839, an increase of233yo with respecl to prio. year (2009) net
change.

Highlights for Fund Financiat Statements

The fund ,inanciar sratemenls provide detaired i,formation about the i/uniciparitys most signiricant funds using rhe
cu rrent linancial resources measurement focus and modified accrualbasis ofaccounting: 

-

' Atrhe close ot the cunent fiscaryear, the l\.{unicrparity's govemmentarfunds reporred combined endiflg fund
balances of$4 266,301, a decrease of $336,236 in comparison with the pdor year.. The GeneralFund rcported an excess of expenditures over revenues and oth;r financi,g uses of (g105,445)
and an unreserved (deficit) fund barance of ($4,907,054). unreserved (deficir) tund barinces decreased by
$594,649 from prior year.

General Financial Highlights

. The inveslment in net capitat assets as ofJune 30 2010 was 97,066,461 (net ofrelated debt).

' Long{em debt generar and speciar obligations bonds decreased by $792,000 approximatery r 5olo with respecl
to prior year balaoce

' other ronglerm debts increases and net redlctions from payments amounted to s426 895 and $299,638,
respeciively.

. On a budgetary basrs, actuat expenditu rcs exceeded actual revenues by $429,544.

' Revenues decrease was mainry due ro an oler estimate of $1.166,019 itr miscelaneous reve.ues and
$6/8,748 in construction raxrevenues, arthough the r\4un iciparity rearized economies, pnncipafiyin publrcwod(s
(s418,432).



COMI'ONWEALTII OF PUERTO RICO
MUNICIPALIIY OF LARES. PUERTO RICO

MANAGEMET,IT'S DISCUSSION AI{D ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30.2O1O

OVERVIEW OF THE FINANCIAL STATEMENTS

fund Stat.m.nts

hotcr to the flnanctet
FrEtGm.rr.

Fhe l\y'unicipality's basic linancial statements comprise three components: (1) managemenl discussion and
(presented here), (2) basic linanciat statements, and (3) required supplem;tary intor"maton.

I ccvcrnment-wtar
I Flnr'lcirl Statom€ntt

analysis

_J

The l\runicipality's basic linancial slatements consist of two kinds of statements, each with a difierent view of the
Municipalitys finances. The govemmenlwide linancial statements provide bolh long-term and sho(1enn information
aboulthe Municipality's overall tioancial status The fund financial statements focus o;major aspecls of the Municipality's
operations, reporting those operations in more delail than the government_wide statem;nts:

Basic Financial Slatements

. Covemment-Wida Financial Slat./,:,t,nls

The governmenrwide srateme,ts report infomarion about the [.4uniciparity as a whore using accounting
methods simirar ro those used by private secror businesses. They are prepared using the flow ofeconomic
resources measuremenl focus and the accrualbasis ofaccounting. The rirsl government-wide statement- lhe
slalemerl ol l,/el.lssets - presents informarion on ail of rhe Municiparityis assers and riabirities, with the
difference betweeo the two reported as netassers. overrime. rncreases ordecreases in the Municipality,s net
assels are an rnd icator of whelhel s Ilnancialhealth is rmproving ordeteflorating. Olher non-linancial factors
such' as the condition ofthe Municipality s roads and olher inliastrlct!re may nedd to be consrdered lo assess
the overallhearth ofthe [.4unrcipality The second statement-the slaleDenl ofAcrv,lles-presenrs informarion
showing howlhe net assels changed during the year Allofihe cuffenlyears revenuesand expenses are taken
nto account tn the slatement ofactiviljes regardless ofwhen cash ls received or paid

The govern me nrwide starements reports as governmenrar activities the r\,4uniciparity's basic services such as
p!blicsafety, pubricwofis, hearth and sanitation, curture and recreation solid wastedisposar. human seNices
and welfare, and community development; education and general administration



COI'MONWEALTH OF PUERTO RICO
MUNrcIPALIW OF LARES, PUERIO RICO

MAI'IAGEMENT'S DISCUSSION AND AI{ALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30 201O

These activities are pnmarily linanced ihrough property taxes, other local tares and intergovemmental
revenues. lncluded in the governmentalactivities arc the govemmental fu nds.

Fu nd Finan ci al Sletements

The fund linancial statements provide more detailed information about the l\r!nicipality's mostsignificantfunds.
Funds are accounling devices thal the i,,lunicipality uses to keep track of specilic sources of fundrng and
spending for particular purposes. Some funds are req uired by Federa I and Commonwealth rcgulations, as well
by bond covenaflts.

The l\.lunicjpality s basic services are included in govern mental fu nds, which are used lo account foressentially
the same functions reporled as governmental activilies in the qovemmenlwide statements. Hor,,/ever. unlike the
governmenlwide slatements, the governmental fuflds are prcpared using the flow of cunent fnancial resources
measurementfocus and lhe modilled ac4rualbasis ofacco!nling. Underthis approach the fuancialstatements
locus on near,term inflows and oumows of external resources, as wello0 balances ofexpendable resources
available atyear,end. Consequently, lhe governmenlal fund statements provide a detailed shortiem view lhat
helps the readerdelermine whelherthere are more or fewer financial resou rces that can be sp€ntin lhe near
future to linance the l\,lu0icipality's programs. Eecause this information does noteflcompassthe additionallong-
tem focus oflhe govemmentwide statements, additional information is provided on a subsequent page that
explains the relationshlp (or difierences) between lhe government-wide and fund statemenls

The governmentalfund statemenlsfocus on majorfunds The Municipality's maiorfunds arcthe generalfund
(whrch accounts for the main operating activities olthe lt4unicipality) and lunds that complies with a minimum
criterion (percenlage of the assets, liabilities, revenues or erpendjtures). Funds that do not comply with this
criterion are grouped and presented in a single column as olher govern menlal funds.

. Notes to lhe Financia, Slatemerls

Provides integral information needed to explain the basis for the numbers used within the Basic Financial
Statemenls and provide more detailed data

Required Supplementary lnf ormation

Prcvides additiofla I inlormation to better understand the ,ina ncial position ofthe l\,lunicipality and conlains the Budgetary
Comparison Schedule for lhe General Fund

5



Commonwealth ol Puerto Rico

Municipality of Lares, Puerto Rico

Statement o, Net Assets

For the FiscalYears Ended June 30,2010 and 2009

Curent and Non-Currcnl Assets

CapilalAssets
TolalAssets

Curenl Lrabilities

0efered Revenues

Lonq-Tem Liabrlilies

Total Liabilities

NeiAssets:

lnvestment rn Capital Ass€ls.

Net ol Relaled oebt
Reslncted (as Restated)

lJnresl cled

TolalNetAssels

2010

s 10 211.914
11.519,461

_21,lU.375
2.733,884

590.120

8.537,568

2009

$ 11 2s3 980

.10,887,598
22,111.578

3.814.070

5A7.931

9.172,311

11.86t.572 13,534,312

7.066.461

8.491,633

(5,597.054)

I 9,961,010

5.644.18i
8.511.742

(5,614,663)

l_--_s!9t!9

COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LARES, PUERTO RICO

MANAGEMENT'S DISCUSSION ANDANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30 201O

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

The following table presents a summary of lhe Slalements of Net Assets as of June 30, 2010 and 2009:

Net assels (assets over
liabililies) may serve over
time as a usefu I indicator of
a governmenl's financial
position. Nel assels for the
year increased 14% with

respect to prior year as
reslaled. The most

signilicanl changes were an

increase in lnvestment in

Capital Assels ol
$1 .422,27 4 and a decIeas€.

in Rest cted (as Restated)

ol ($86,109).

The laeest portion ol the

Itlunicipality's net assets

reiects ils investment in

capital assets (e.9., lard,
buildings, equipmenl, and

nfrastructure) for

$7,066,461; lotal capital

assets ($16,674,270) less

accumulaled depreciation

of ($5,154,809) and less any related oulstaoding debt ($4,453,000) used to acquire or conslruct those assels The

l\runicipality uses these assets to provide services to ils citizens and consequently, these assets are nol available for

luture spendrng The resources needed to repay the debt related lo these capltal assets must be p.ovided from other

sources, because capitalassets are not generally liquidaled for the purposes ofreliing debl.

Restricled nelassets represenl rcsourceslhalare su bject lo external rest ctionson howthey may be used Unrestricted

net assets are the pad olthe netassets thatcan be used to finance daylo'day operations withoutconstrains establjshed

by debt covenanls enabhng legislation orothel legalreq!iremenls.

As of June 30, 2010 the Municipal[y presenled unrest cted (deticit) net assets of ($5,597.054) This balanc€ was

affected by long term obligations such as compensaled abse.lces $1,677.142 and other debts for the amounl of

$1,607 426 for which the [,/unicipality did not provide funding in previous budgets Historically, such obligalions have

been budgeted on a pay as you go basis without providing {unding fortherrfutule liquidation.

6



COMiIONWEALTH OF PUERTO RICO
iiUNICIPALIIY OF LARES, PUERTO RICO

MANAGEMEiIT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30.201O

Chang$ in Net Assets

Ihe following table summarizes the changes i[ flet assels for the years eoded June 30, 2010 and 2009i

CommonwEalth of Puerto Rico

Municipality of Lares, Puerto Rico

Changes in ttet Assets
For the Fiscal Years Ended Juno 30.2010 and 2009

2010 2009

Revenues:

PrDgram Revenues:

Charges for Services
operating G6nls and Conhbulions

Ge neral Revenues:

Property Taxes

Volumen of Eusiness Taxes

Sales and UsageTarcs
Conlruclion Taxes

Inlergovemmenlal

Other General Revenues

Total Revenues

Exponsas:
Geneaal AdmrnElrahon
Public Saf€ty
Public Works

Culture and Recreauon

Heallh and Sanilatron

SoId Waste Disposal
Public lnsuuclion

Human ServEes and Welfare
Urban Deve opment
lnteresl Cosls

Tolal Erpenses

Changes in Net Assets
NelAssets-8egnn ng, as Restated

NetAssels.Ending

$ 384.940

1,502,551

2,622,113

829,703

-r 018 486
196,765

8.03r.654
456.933

s 435 249
1342.727

3101.192

845.260

689,255
414 806

8.015 958

315.483

15,043.115

5.759.502

945.963

3 085,735

685.479
1.199,729

475 184

50,462

852.?14

855.033

241.145

11,157,306

_15,219,930

6.651 372

1.342.469

3442.789

666,226
1.213.699

446 137

158,024

989.205
636 139

311.849
15,857,909

1637,979)
9,245.245

885,839

9.075241

t 9,96't,0{n t 8,607,266

7



COMI'ONWEALTH OF PUERTO RICO
MUNICIPALITY OF LARES, PUERTO RICO

ISANAGEMENT'S OISCUSSIOI{ At{O ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30 201()

Figure 1 presents revenues comparison by so!rces o{the govemmenlal actjvities during the pasl two years:

FIGURE I

Commonwealth ol Puerto Rico
Municipality ot La.es, Puerto Rico

Revenue5 by Source-Gov€rnmental Activities
fiscal Years Ended.lune 30,2010 and 2009

4
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COIi4MONWEALTH OF PUERTO RICO

MUNICIPALITY OF LARES, PUERTO RICO

IiIANAGEMENT'S OISCUSSIOI{ AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30 2O1O

Figure 2 presents expenses by funclion of lhe governmenlal aclivities during lhe tiscal year 2010-20091

FIGURE 2

Commonw..lth ot Pu.no Riro
Municipality ot tJr€r, Pucrto Ri(o

txp€nrer by Iu6c6on
ft.alYe:.2010

{ln oolla6}

Approximalely 57% ofthe Municipalitys revenues came f,om inlergovernmental, 100/o from grants and conlribulions,
17% from property lares, and 16% from other sources. The lt/unicipality s expenses cover a range of seNices. The

largest expenses are genercl administration wilh 41%, public works wilh 220l" health and sanitation with 8o/0, public

safety with 7%, urban developmenl with 7% and human se.vices and wellare with 6%. Program revenues ofthe
[,4unicipality covered 13% of lotalexpenses.

With respect to prior year, revenues decreased by approximateiy $176 785, principally on property taxes.

Expenses decreased 1190 or $1,700.603 in comparison with 2009 year. Signilicant decreases werc rcgistered on
general admin islration, public safety. public works and donalrons and servrces incurred for lhe benelil oflhe community

I



COMMONWEALIH OF PUERTO RICO

MUNICIPALITYOF LARES, PUERTO RICO

MANAGEMENT'S DISCUSSIONANOANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30 201O

The lollowing table locoses on the cost of each of the ltlunicipalitys largest functionslprograms as well as each
functions/program s net cost (totalcost less fees gene.ated by the prog.ams and prograrn-specifc intergovemmental
aid):

Commnweallh of Puerto Rico

Municipality of Lares, Puedo Rico
Nol Cost ol ilunicipality's Governm€ntat Activities
For the Fiscal Y€ars Ended June 30.2010 and 2009

Total Cost ol Servicos Nol Cost ol Seruices

FunctionYPrcgrams 2010 2009 2010 2009

GenerclAdmrnistralion
Public Safely

CultureAnd Rec@alion

Heallh and Sanilalion
Human Se ices and Welfare

Udan Developnrenl

Total

s s.759.502

945 963

3.085,735

685.479

1.199.729

852.774

855.033

773.091

$ 6,651.372 $
1 342,469

3,442.189

665,226

1.213,699

989,205

636,139

5.374,562

945.963

3085,735
685.479

1.199.729

373,562
(168.306)

t 12,269,815

6 216.123
1.342.469

3.442.789
666226

r 213.699

710 357

1427.740)
916.010

i 1t,079,933

916 0r 0

t 14,1s7,306 I 1s,857,909

Some ol the cost ol governmental activities in 2010 was paid by those who dtreclly benelited lrom the programs
($384,940) and other govemmenls and organizations lhat subsidized cerlail programs with grants and contributions
($1,502,551). The $12,269,815 net cost of services was substanlially covered by other general revenues including
property, volume ofbusiness license taxes, the new enacted sales lax and intergovernmenlal.

FINANCIAL ANALYSIS OF THE MUNICIPALIW'S FUNDS

GovernmentalFunds

The focus ofthe Municipality's govern mental fu nds is lo provide lnlomation on near{erm inflows, outllows and balances
otresources available for spending Such informalion is ! seful in assessing lhe lllu nlcipality s financing req uirements l0
paftcular. unreseNed fund balance may seNe as 6 lsefulmeasure ola l\runicipality s net resources available al the end
of a fiscal year. For lhe Fiscal year ended June 30. 2010, the governmeftal funds reported combined ending lund
balances of $4 266 301 a net decrease of ($343 898) in cornparEon with the prior year This decrease was caused
primarily by a net change in lhe non-major funds cofiesponding to lhe uses ofprioryears fund balance oli$586,683) Of
lotal combined fund balances. ($5,170.080) constilutes unreserved (delicit) fund balance ol general fund, which was
Ilnanced bythe use oi state assiqnmenls fund The remainderoffund balance rs reserved to indicatethatis notavailable
for new spending

10



COMMONWEALTH OF PUERTO RICO
IiUI,IICIPALITY OF LARES. PUERTO RICO

MANAGEitEiIT'S otSCUSStON AND ANALYStS

FOR THE FISCAL YEAR ENDED JUNE 30 2O1O

The general lund is the ope.aling fund of the l\,,1!nicipality. Unreserved (deficit) fund balance ol the general fund
represents approximately 115% of toialending generalfund batance ldelicit). Forthe yearended Jufle i0,2010, the
flnd balance (defcit) of the general fund decreased by $564,649 when compared wiih lhe prior year. The p ncipat
compone0t ofthe net dec.eases is the transterof 9934,528 from the state assjonments fund

GEt,IERAL FUNO BUDGETARY HIGHLIGHTS

The general fund onginalbudget for the fiscalperiod 20i0-2009 preseited a decrease of 9o/o with respect to pdor year
budget. ouring the fiscal year the Municipality did not revise the rotal budget revenues or appropdation, but the
approprialion we.e revised at depadment level. The Municipality does not amend the budget for the reduclion o0
projected revenues in property tares, volumeofbusiness lares, conslruction ta(es afld miscell;neous revenues. nor for
the new enacled sales tax.

FIGURE 3

C6mtu..tn o( P!.no Ri.o
Munrcrp.tity ot trr... Pu.no Rr.o

l8..l Y..0 End.<l Jun.30.20lO..d 2OOg
Audlei..y Conp.n.6

_l
The negalive variance of $429,544 between revised budgel and actual expenditures was due mainly ro reduction in
revenues as explaircd ifl lhe preceding paragraph in ercess of economres in somefunctions. The Muflicipality reported
less expenditure lhan appropnations rn those functions for payments to purchase of supplies prcfessional and
nonprofessiodal services.
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CO'iIMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LARES, PUERTO RICO

MANAGEMENT'S DISCUSSIOT{ AND ANALYSIS

FOR IHE F SCAL YEAR ENDED JUNE 30 201O

CAPITALASSETANO DEBTAOMINISTRATION

- CapitalAsset3

At the end of the liscal year, the l\4un icipality has invested $ 1 1 .51 9,461 (net of accumutated depreciation) in a broad
- range of capilal assets, including buildings. land, construction in progress and equipme0t. This amount represents a net

increase ol $631,863 or 5% from the prioryear, as restated.

- Table 4
Cornmonwealth of Puedo Rico

Municpality of LarB, Puedo Rico
Capital AsB.ts (tlet)

As olJun.30,20l0 and 2009

Governmental Activiiies

2010 2009

lilon.depreciabl€ asseb:

s 3,210,794 $ 2 940 134

Conslruclion in Proqress 2258051

4 798 518

404,365

43,843

558 773

245.117

2258.451

4,689,351

549 556

26,036

174.830

249,640

Depreciable eaBeL:

Burdogs

EquiFTent and vehictes

Furn(ure and Fixlures

Heavy€quipmenl

Total $ 11,519.461 $ 10 887 598

The l\.4unicipality acquired a totalof $586 575 ol capital assets duing the liscatyear 2009,2010 as foltows:

. Land - $270.660

. Acquisition of Equipme.rt and Vehicles - S59,142

. Acquisilion of Furniture and Fixlures - $24,746. Building and lmprovements - $231967

Other p.ojecls related lo repair and maintenance of roads (not capitalized)was developed durjng the year 2010

12



COMIIONWEALTH OF PUERTO RICO
MUI{ICIPALIW OF LARES. PUERTO RICO

MANAGEMET{T'S DISCUSSION ANO ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30 2O1O

Figurer 4 below presenl lhe componenls of capital assels during the fiscalyears 20jO and 2OO9:

FIGURE 4

Commonwealth of puerto Rico
Municipality of tares, puerto Rico

Components of Capital Assets
(tn Oollars)

""..1""";:.';."";;';..."'t"' i

I

Long-Term Debts

Al year-end' the l\'lunicipality had $5,253,000 i0 g€nerarand speciar obrigation bonds, an increase of 20.20lo with respecl
to pnor year. The following is a summary of lhe [,lunicipality's oulstanding debt as of June 30, 2010 and 2009:

Comhonm.lh ol pu.no Ri.o
Municrpatity ot Lare3, pueno Rico

OuEt.nding Long-t.d O.bi
Fo. tho Fisc.tYeaB End.d Jun.30,2OtOa.d2Oo!,

2O1O 2009

s 5 253000

264570

212.OtX)
1.61f.142

1__ _!rL9.!!1

G€n€.al.nd Sp€cat Ob'galDn Bonds
Le Numbe.42. MRCC

Law Number l,16 - MRCC

Oepadrent ot LaboDnd Human Resour@s

Comp6.saled Abs6nc6s

I 6 015,000

240.774

.1.559.277

L_3U3!11
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Commonwealth of Puono Rico
MUNICIPALIIY OF LARES, PUERTO RICO

l',!ANAGEMENT'S 0ISCUSSION AND ANALYSTS

FOR THE FISCAL YEAR ENOED JUNE 30 201O

l\,4ore detailed information aboutthe lrunicipality s long'term liabililles isprcsented in Note 9to the financiat slatements

Figure 5 present the components oI long,term debts during the fiscat year 2010 and 2009:

FIGURE 5

co.m6-.hh ar rado a,.6
g!.,.ir.rnY o, 1.i.1 P!.no Ri.o

Odlrdd.a Lo.gI.nn o{th

ECONOMIC FACTORS AiID NEXT YEAR'S BUDGET

The l\,,|u nicipaiity s selected and appointed ofiicials considered many factors when setting the fiscal year 2010-2009
budget One otlhese laclors is the economy. Among economic areas considered are the population groMh estimates,
personal income, housing statistics and unemploymenl rates The l!y'unicipality s unemployment rcte now slands at
18 9% which comparcs wth the Commonweailh rate of 160/0

The [,4unErpalily applied an aggressive approach in developmentbudgelestimales. Amounts available for appropriatiofs
rn lhe General Fund for the fiscal year 201 1 are $ 1 3 million approximalely $800,000 more than the fiscal year 2010 The
l\4unicipality expects an increase rfl revenues forthe next year due to a new sales tax enacted by state legislat!rc (91.1

million ). Budgeted expenditures are expecled to stabrlize accordingiy to the prolected revenues. Among plan ned projects,

this budgetmay be adjusted in accordancewith economic injeclion projecled when theconstructron projecl promoled by
the l\,4uniopality and others povale projects were develop during the year

14
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Co IiIoNWEALTH OF PUERTo RlCo
MUNICIPALIW OF LARES, PUERTO RICO

MAiIAGEMEtiT'S OISCUSSIOI{ AND ANALYSIS

FORTHE FISCALYEARENOED JUNE 30 201O

During the year, the lllunicrpality was awaded over $2.2 million from the American Recovery and Reinvestme0t Act
(ARRA) tunds for a variety of prcjects including: Energy Efficiency and Consetuation Block Grant Program ($156 900),

Community Development Block Grant ($245,000), Transit Capitai Assislance from the Departmenl of 
-franspodation

($1.208,942), the Edward Byme Justice Assistance Grant Recovery Act ($178.373) and the Homelessrless Prevention

and Rapid Rehousing Prcgram (5452,355). Al J une 30, 2010 expenditu res related to these fu nds whe re about $3,000,

wilh the majority ofthe p.ojects in the development phase and expecled to begin construction during the next fiscalyear

CONTACTING THE MUNICIPALITY'S FINANCIAL MA AGEMENT

This financial reporl is designed to provide our citizens, tarpayers, and c.editors with a general overview ol the

i.,lunicipality's finances and lo demonstrale the Municipality's accountability for the money it receives. lf you have

questions about this reportor need add itional information. contactthe l\.,lunicipality s Finance Depa(ment at [(787)897-
2300lor P O Box 395, Lares, Puerto Rico 00669

15



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LARES, PUERTO RICO

STATEMENT OF NET ASSETS

JU E 30.2010

GOVERNMEIITAL

ACTIVITIES
ASSETS:

Cash and lnveslments (l{oto 3)

Cash Mh FiscalAcenl (Note 3)

ReceNables (nel):

Properly Ta(es

Sales and llsage Taxes

Federal Grants

Due frcm LocalGovemment (Note 4)

Delened Chaees

CapilalAssets

Lafd. lrnprovemenl and Conslruclon in Progress (Noie 8)

Other CaprlalAssels [Netol Deprecaiion] (Note E]

Total Capltal Assels

TOTAL ASSETS

LIABILITIES:

Accounts Payable and Accrued Expenses

Accrued lnterest

Due lo Govemmenlalunits (l{ote 7)

Delefied Revenues (Note 5)

Long'Term Liabililes
Due Wlhin One Year ( ole 9)

Due n l\4ore than one Year {Note 9)

TOTAL LIABILITIES

NET ASSETS:

lnvestmenl n CapitalAssels. Nel ol Related Debl

Reslncled for

Debl S€Nices

Communrly Deve opment Projecls

0lherPurposes
l_lnrestricled (Def c t)

TOTAL NET ASSETS

:.erc/i.nparttrtl,ldesro6ilscFnadra lJareFenrs

5.109 978

1 625.993

I960
57 542

2,556.273

823.651

31 517

5.468 845

6.050 616

11 519.461

21,734,3?5

2 397.939

75 343

260,602

590.120

1 691 535

6.757 796

11,773,335

7 066161

1 524.351

2 4$.6A2
4 483 680

(5 597 054)

i 9,961,040
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CO ONWEAITTiOF PUERTO RICO

flUI{ICIPALITY Of LARES, PTJERTO RICO

RECOi{ClllAIlOl'l 0F TllE GOVERNIIEiITAL FUN0S EALAIIICE SHEET

TOTHE STATE ENT OF NET ASSETS

JUNE 30,2O1O

Tot'lFund Balances - Govemmsnl Fund!

Amou n I reponed for Govenmenla I AclNftes n Oe S lalerAenl cl Nel Assels

Ca!{alassets Lsed in tlovemmenlalacl vl€s aIe ool inracEl resources aDd lhe.elore

a i€ nol reponed rn r he lunds ln Ihe cu ned peood $ese amcunls a(e

Non D€lreoabl€ Cap(al Assels

o€precl3ble capllrl Assels

hflaslruclule Ass€ls

Accumubted oet{€tc alion

Total Capital Assets

Genelal Bonds and Special Bonds

P R De pa turenl oi Labor a nd Human Resources

LIMS.lTIRCC

Landlilllechnoloqes

MRCC Lqudaton

Co0pensaled Absences

RelrlemenlSy$em

LawNumbs 146 l,lRCC

Le N0mber 42 IIFCC

T.la Lcng Tem L abil[es

Tobl l,l.l Assels of Gotemmental Aclivili6

I 4.266.301

s 5468 845

r0 931 163

2i4.262

(5 154 809)

olhe. Assels lsed in gov€rnmenbl actwLes are nol rn;ncEi resoLirces and lherefore

are nol reponed rn lh€ lunds

Delerred ChaEes 31 51 7

Sotrr€ oflhe uniciDality s Gvenues wil be colle.led a,ler yearend bd are noi avar able

soon enough Io pay (or lhe curenl penods exPndilu.es and therelore a€ delerred rn lhe funds

SEGP 2 301092

Some lrabi[Es are nol due and payable in lhe currenl percd and lhereiore are nolreporled

m lhe lLrnds Those iabiil€s consisl ol

| 519461

.8 r5/ 33r 1

$ 9.951,0()

4 !61 000

8! 285

42189

212 AOI

14,1!86

1 677 142

T1l7 662

268 570

659497

See accompanyinq Noles to Basic Financial Stalemenls
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COMTIONWEALIH OF PUERIO NEO

MI]NICIPALIIYOF LARES. PUERTO RICO

STATEI{EN] OT REVEIII]ES. E)(PE'IOITUR'S. AND CHANGES III FIIIIO EALAIICE . GOYIRNTIENTAL FUIIOS

FOR THE FISCAL Y€ARENOEOJI]IIE 30.2()1O

OTHER TOTAL

covaR $frlL cowiflimffia!
F1JIIOS FUNDS

hi!cr3L!ne$ I4s 00i. rrl
!.Es ard Nsi,re ris 0loL l3l

t.r!:r:irnfs\ tnor rr)

Mayd o lJmcfirrle!'ld@

Er4s or Rees aier 1!.dei Elpe.d'llE

oTHER arMilcrl6 souRcEs luscs):

Tord ons Fiircing s.l]@ ,nd us
Nel Cha!6 

'tr 
ldd BJ&e

fi.d B 4{!lletr) A. F6Eed 5.9.n|q(r{ore1!l

tuto BAurcE (o€Flcll) - Elloile

r{213r5

n24n

'.

$5137

r! i:15 516

:l !c3 355

rllr 333

ri71l13

59i r82

19 353

5d5 651

l$ 3on

r 525

rr0,l04 !?ll9l

241r15

964 043 1612122 r!949 532. 10,7r495i

- !q!!!) 021276) 1255 570J 05153)

- 4q@1

I irl.,1!l

l_ _r!!Mt

\221.2161

t r325r0 t 5.351.t1

(!141.)

i 1232 35r I r 907 007 9 1266101

1166,60,q 39,016 1506.O3) 13',11,3931

-19i)A

See accompanying Notes lo Baslc FinancBl Statemenls
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COMMOIIWEALIH OF PUERTO RICO

- 
IIUI,{ICIPALITY OF LARES, PUERTO RICO

RECONCILIATION OF THE STATE[IENT OF REVENUES. EXPEIIOITURES, AND CHATIGES

IN FUND BALANCE OF GOVERNITIENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

- FORTHE FISCALYEAR ENDEDJUNE 30.2O1O

t{et Change in Fund Ealancea - Govemment Fund3

Amounlreported fo. Governrnental Acliv[]es in lhe Slatement of Activrtres

are dflerenl because

Governmenlalfunds report capilaloutlays as expendilures However n the Slatemenl oI

Activrlies lhe coslolthose assets is allocaled overlher eslimaled usefulhves and reported

as depaecialron expense ln the currenl peiod.lhese amounls are

CaprlalAssets

Deprec alion Erpense

Ercess of Depreaialion Expense over CapilalAsseis

Revenles in lhe Slalement ofAclivrlies lhaldo nol prcvde curenl linancial resources are

reported as revenues in lhe f!nds and vice ve[sar.

SBGP

Repayment of long-lerm pnncipalrs expendilure in the govemmenlal funds bulGsulngdebl

reduced Long-Term Lrabililies in the Stalement of Net Assets n the currenipenod

repaymenls were

Someexpenses repoded in the Slatemenl ofAclivrties do notrequire the use ofcufienl

,inancial resouces and lherefore arc not reported as expendilurcs in governmertalfunds

These achvrlies consist ol

ncrease in compensaled Absences

Eond lssue Cosls Amortzaton

Retirement Syslem

Depanmenl ol Labor dno rur\an Resources

Total Addilional Expenses

Change in Net Assets of Govemmental Activilie3

$ 586 575

(+47.621)

$ (343.898)

r38 954

137511

716 603

(63 331)

$ 885,839

(117.865)

(5.341)

25.000

34.875

See accompanying Notes lo Basic Financial Slatemenls
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Co MoNwE-ALrH oF PuERro Brco

MUNICIPAUTY OF LARES. PUEBTO RICO

NoTESTO THE BAsIc FIIANCIAL STA'EMEIITS

Fon rHE FrscAL YEAR EN0ED JUNE 30, 2010

I, FIITANCIAL REPORTING ENTITY

A. Organization

The Municipality olLares. Puerto Eico {Municipality) was lou0ded in the year 1827. and operatesasagovernmental

un[ ol the Commonwealth ol Puedo R ico, under Law Number 81 ol Aug! st 30. 1 991 , known as Aulonomous

tvlunicipalities Law ol the Commonwealth olPuerlo Bico'. The governmental system of the Municipality is compos€d

ol lhe execulive and legislative bodies. The Mayoris lhe Chiel Execulive ollicerand rs elecled every lour years in

the general eleclions ol the Commonwealth ol Pueno Rico. The legislative body consists ol 14 Legislalors also

elected in lhe general eleclions ol Pue(o Sico lor a lour-year peiod.

The Municipality provides seruices such as: heallh, public works, sanilalion, aids and se.vices io low-income and

eldedycilizens, plblic salety, housing and uban development, cullure and recreation, planning. zo0ing and olher
generaland administrative seruices. As a governnenl entity,lhe Municipaliiy is exempt{rom bolh lederaland state

laxes.

B. Reporling Entily

A reporting enlily iscomprised ol(1)lhe primary governmenl, (2)component unil orcanizalions lorwhich the pdmary

government is linancial accounlable (blended compo0enl units), and (3) olher orga0izations lor which lhe nalure and

signilicance ol their relationship ,,rilh the primary governmertis such lhatexclusion wouldcause lhe repoding entity's

linancial slalemenls to be misleading or i0complele, and they are tinancially accountable t0 the pnmarygovernmenl

(discrete component uoits). The primary government consists o, all iunds, deparlments, boards and agencies lhat

are nol legally sepaate trom lhe [.lunicipality and lor which lhe Municipality is lina0cial accounlable.

The accompanying basic linancial slalements include alldepartmenls and organizalionsunitswhose lunds are unde.

the cuslody a0d conkol ot the Municipalily. ln evaluating lhe Municipalily as a reporting enlity, management has

addressed allthe polential component unils. Seclion 2600 ol the GASB Codilicalion ol Govennenlal Accounling

and Financial Repoding Standards rcquires lhe inclusion ol organizalions lhal raise and hold lunds lor the direct

benelit o{ lhe primary government.

Section 2100 ol lhe GASB Codillcalion descflbes the crileria lor detemining which orcanizallons, lunclions, and

aclivities should be considered part olthe Municipalily lorlinancial repoding purposes. The primary ctiteria include

appoi0ting a voting maloity ol an organizalion s governing body, and lhe Municipalily's abilityto impose its willon

thal organizalion or the polenlial lor the organizalion lo provide specilic linancial benelits to, or impose specilic

financial burdens on, the [,lunicipality.

There are lwo methods ol presentation ol lhe component unit in lhe financial slalements: blending - lhe Iinanc al

dataollhe component unll sbalances and lransactions ln a manner similar lo the prcsenlalion ol the Municipalily s

balancei and discrele - presentation ol lhe componenl units flnancial dala Ln coiumn separale kom lhe

irunicipality s balances and transacli0ns.

The relative importance o, each criteion musi be evaluated in lightol specilic circumstances in odel lodetermine

which componenls unils arc to be included as part ot ihe repotting enlity. Our specilic evaluations ol the crile a

applicable lo Ihe Municipality indicale no organizalions meel the c leia lo be iocluded as componenl units.

Accordingly,lhese basic linancialslatements present onlythe Municipality as the repoding entily.

22
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CoMiror EALTHoFPuEFroFEo

MUTIICIPALITY OF LIRES, PUERTO RICO

NoTESTO THE BASIC FINANCIAL SIATEIIEXTS

FoR THE FISCAT YEAR ENOED JUNE 30, 2OIO

2. SUMMAFY OF SIGIIIFICANT ACCOUNTING POLICIES

These linancial slatemenls preseol the respective linancial posilion olthe govemmental activilies, each maiorlund,

and lhe aggregate remaining iund in{omation ot lhe Municipality, as ol June 30, 2010, and the respeciive changes

in linanci;lposition. where applicable, theleol lor the liscalyearthen ended'

A. FinancialSlatementPresenlation

The basic linancial slatemenls ol lhe Municipality have been prepared ifl conlormity wlth accounting pdnciples

grn",rlii .r,.p1.0 in t. urited Slaled ol America as applicablelo local govemmenlal u nits ( lJ SGAAP)' The basic

iifianciai statemeflts include both governmenlwide (based on the [,lunicipality as a whole) and lund linancial

slalemenls, which provide a more deiailed levelol llnancial inlomation'

Both ihe govemment-wide and tund linancial stalements (within the basic linancial stalements) categotize primary

activities as governmeotal tYPe.

The linancial illormation ol lhe Municipality is prese0led in lhis repo as lollowsi

Managenenl's Discussion and Analysis

lllanagemenl,sdiscussionandanalysisisrcquiredSupplemenlaryinlomalioolhatinlroduceslhebasiclinancial
slale;ents and provides an analylical overview ol the ["lunicipality's linancial activilies'

Gov e n ment-w i de Fi na nc lal Statene nts (G w F S )

TheGWFS(lheslalemenlolNetAssetsandtheslalenenlolAclvilies)rcpodinjormationolalltheactivitiesollhe
ftfrniapafry. forme mosf part' the etlecl ol lnterrund activity has been removed trom lhese linancial slatements'

6orei,i.eita acriulties, *hich normally are supporled by taxes and intergovemmenlal revenues' are reported

,.p."Gfy f,o, orrr.ri'type aclivities, which rely to a signilicanl extent on lees afld charges ior support'

The iocus ol the Stalemerl ol Nel,4ssels is designed to be similar lo botlom line resulls lor the i'unicipality s

gorar r"niut artririat and businesstype aclivilies. This slatementcombines and consolidales govemmenial lund's

;urrent linanciai lesources {shorl'lem spendable rcsources) wilh capital assets and long-lerm obligalions' The

siatement ot rvet,lssets presents lhe reporling entlttes.assets and tiabrtilies, wilh ihe dillerence reported as net

;ssets. Nei assels are restricted when constraints are placed on lhem lhal ale imposed by exlemal padies or by

r.*i oi i.grLrrn i. o.t,gnations solely imposed by the Municipality's managemenlare notpresented asreslricted

netasseb: when both restricted and unrestricted resources are avaitableJor use, the lrunicipality's policy is to use

lhe restilcted resources flrsl.

the statenent ol Activtiesdemonstrates the degree Io whEh lhe drrecl expenses ola grven,unction or segmenl is

ollset by program revenues. Dnect expenses;te those lhal are cleady rdenlifiable wrth a specilic lunctlon ol

,a!a"ni. i, a"OOition, lo rne extent that indrrecl cosls are allocated to the va ous Iunctioos, the proqram expenses

;il- inctude both dfect and indirecl cosls Ptogtan nevenues lnclude charges lo custome6 or applicants srho

prrrtrta, rta orOi,aafy Oenelillrorn goods, s;ices orprivileges provided by a given lunclion orseqment and

iii.i, i.ifi""riUrti.., rnal ar€ restricied to meeling the operalional or capital requiremenls ol a padicularluncti0n

;r segmenl. Taxes and othel rlems properly excluded liom program revenues are repoded inslead as genetal

rcvenues.

ORTIZ. RIVERA. RIVERA & CO.

Sriie lil. POEd\-ilrl50 SuJud.PR ll09167:i0'Phoncrllr i-i6Ei:1.Fa\l7l1l)1710561



Coiriro wEALrH oF PuERro Rlco

MUNICIPALITY OF LABES, PUERTO RICO

2. SUMMABY OF SlGlllFlCANT ACC0UNTING POLICIES {continuation)

Govemnental Funds Financial Stalenenls (GFFS)

TheGFFSllheBaiancesheel.andtheslatementolFewnues'ExpendilwesandchangesinFundBalance)
provide inl;rmation about the Municipalily.s lunds. The emphasls ot luod flnarcial slalements is on maior

ioveinmentattunos, eactr displayed in a separale column. Non-maiorlunds are summaized inloa singlecoiumn'

Tradilional users ot governmenlal iinancial slalemenls willlind the Fund Financial stalemenls presenlalion more

tam,tiai. it]e tocus iion major lunds' nther than lhe previous tioancial model's lund types' This is the manner in

whictr these lunds are norm;ly budgeted. This presenlation deemed mosl app lopriale to (1 ) demonstlate legal and

,ou.nrniio.pri.nce, (2) demonslrate lhe source and use ol liquid resources, and (3) demonstrate how the

[,lunicipality's actual experience conloms to lhe budgeled liscalplan'

Si0ce the GFFS are presented in ditterent measutement locus and basis ol accounting lhan the GWFS'

reconcilialion is presenled and separate explanation lor each ditferences'

The Municipality reports its linancial position (Balaoce Sheel) and results ot operalions (Slalemenl ol Bevenues'

gipenoltriis .io ih"ns.s in Fund Balance) in lunds, which are considered sepa6te accounling eotiiies. The

opii.rr.i oi".cn rr.o ir" accounted tory/ithin a set ot selt-balancing accounts. Fund accounting segregatesfunds

"iroiJinfro 
rn"it inr"no.d purpose and is used to aid managemenl in demonslrating compliance with legal'

Iinancral, and conkactual provisions.

Noles lo the Basic Financial Statements

The notes to ihe linaflcial slatements provide inlormalion thal isessenlialio a use/s lull underslanding ol lhe dala

provided in lhe basis linancial stalemenls

Requ ie d Su Wlene nlary I nl o m a ti on

The basic Iinancial statements a re lollowed by a seclion o' required supplemenlary inlomation ' This s€ction includes

, iriii;icoiou*ron Schedute - cen;al Fund, which includes reconcitiation belween ihe slalutory lund

[r[nrii[,'orog.i",y prtposes and lhe lund balance lorlhe General Fund as presented in the GFFS'

B. Measurement Focus and Basis oI Accountinq

Govemfienl'wide Financial Slalemenls

The GWFS are reporled u singlhe ecanan' rcsoutces neasurenent l@usandlhe acuual basis ol accaunling' as

are tne propnetary tunOs. Sub;jecttothe addilionallUles and rmIations detailed below' revenue ('ncluding inlereslon

lrpoi,r! a,il 'nraltr*ltt 
is generally rccorded when earned and expenses are reco'ded when a hability is rncurred

regardless ol lhe timing ol related cash llows.

NoTEs To THE BASIC FINANCIAI. STATEMENTS

Fon THE FISCAL YEAR ENDEO JUNE 30. 2OIO
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CoM oNwEATTH oF PUERTo Ftco

MU ICIPALITYoF LABES, PUERTo RIco
NOTESTO THE BAsIc FINAIICIAI. STATEMENTS

FoR THE FIscA[ YEAn ENDEoJUNE 30.2()I ()

2. SUMMAnY OF SIcNIFICANT ACCOUNTING p0LtCtES (co. inuation)

All revenues. expenses, gatns. losses. assets and liabilities resulting lrom exchange and exchanges-ltke transactions
are generally recorded when the exchange takes place. ln exchange kansactions, each parly lo the lransaction
Ieceives and gives up essentially equalvalues. An exchanoelike transaction is one in which lhe.e is an identiliable
exchanoe and lhe values exchanged. though relaled, may not be quite equal. The accompanying GWFS include
exchange'like transactions such as license lees, lines, penallies, lorteilures, permjts, charges lor seruices, andmosi
miscellaneous revenues, which are recorded as reveflues when collected because they are generally not
measurable unlil aclually received.

The ltlunicipality groups its non-exchange lransactions into the lollowing lour classes in the basic linancial
slatemenlsl

Detived Tax Revenues - i0 this revenue, which resuit lrom assessments lhat lhe Municipality places on
erchange lransactions, receivables and revenues are recorded when lhe underlying exchange has
occulred.

lnposed Non-exchange Reyenues - in this revenue (such as property lares and volume ol business
tares), which resull hom assessments made bylhe Municipalily on noo-governmentalentilies, including
individuals, other lhan assessmenls on exchange lransactions, receivables are Oenerally recorded in lhe
pedod when an enlorceable legal claim has arisefl. Property taxes and volume of business taxes are
recognizedas revenues (nel ol amounts considered nol collectible)in the liscalyear when.esources are
required lo be used or lhe first liscalyear that the use ol the resources is permitted.

Govemnenl Mandated Non-e\change Tensaclions- in this revenue (such as intergovernmenlal granls
and conlribulions), receivables and revenues are generally recorded when all eligibilily requirements
imposed bythe provider have been met. For pa( ol the grants, the Municipalily mustexpend resources on
the specilic purpose or project berore lhe provider reimburses any amounls. Fhererore, revenue is
generally recognized as qualilying reimbursable expendilures are incurred-

Voluntary Non-exchange Transaclions - in ihis revenue (such as donations and cedain grants and
eniillemenls) receivables and revenues are generally accounted lor in the same manner as governmenl
mandaled non-exchangelransaclionsdiscussed above.

Evenls that are nelther exchange nor non-exchange lransactions are recorded when il is probable lhat a loss has
been incurled and lhe amount ol loss is reasonably eslimable

Beceipts on any lype ol revenue sources collecled in advance lor use in the lollowing llscal year are recorded as
delerred reven!es

Govenmenlal Funds Financial Slatemenls

The G FFS are .eporled using lhe cwrcnl t'inancial resources neaswement focus andlhe nodilied accnJal basis ol
accounling. Ae\tenues arc recognized as soon as lhey are bolh measurable and available. Revenues are considered
to be avalablewhen lhey are colleclible wilhin thecu(ent peiod or sooo enough thercafter to payliabililies ol the
curre0l period. Forlhese pueoses, the l\,4un icipalily considers revenues to be available ll lhey are collecled within
sirly (60)days atterlhe end olthe cu[e0t l]scalperiod.
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CoMiroxwEALTti of PuEFro Rrco

MUNICIPALITY OF LARES, PUERTO RICO

2. SUMMARY 0F SIGNIFICANT ACC0UNTING P0LICIES (continuation)

Sigoificant revenues subject to accrual include lederal granls and sales and usage taxes. Hevenues thal lhe

[,iunicipality earns by ncurring obligations are recognized in the same pe od as when the obligalions a.e

recognized. Al June 30. 2010. all revenues soulces mel this availability critenon

Propedy tax€s, volume of business laxes,licenses aod pefinits, and interest associated with the current liscal period

are allconsdered to be susceptible lo accrualand so have been recognrzed as revenues ol the cullent liscalperiod.

All other revenue items are considered lo be measurable and available only when cash is received by the

l'.4unlcipality.

ln applying the 'susceptible lo accrual" concept lo inlergov€ mmenlal revenues (ledercl glants) putsuanl lo GASBS

No- 33, Accounting and Financial Repoling lot Nonexchange Ttansaclions \lhe Municipality may act as eilher

provider or recipienl), the provider should recognize liabililies and expenses and the recipienl should recognize

receivables and revenue when the applicable eligibility requiremenls including lime requilements, are met

Besources lransmitled belore the eligrbilily requirements are mel should, under mostcircumstances, be tepoded as

advances by the providet and defe(ed revenue by ttle lecipient.

There are essentially two types ol levenue. Forthe maiority ol grants, moneys musl be expended by the Municipality

on lhe specilic purpose or projecl belore any amounls will be reimbursed. Revenue is lherelore, recognized as

expenditures ale incurred lo the exlenl availabte. FoI lhe olher rcvenue, moneys ale virtually unresl cled and are

generally revocable only lor lailure to comply wilh prescibed compiiance requiremenls- These resources are

.ellected as revenue al the time ol receipt or ea/ier it lhe susceplible to accrual cite a is mel.

ln a man0er similar to GWFS, bul subject to and limited by lhe availability crile{la discussed above, all revenues,

expenses, 9ains, Iosses, assels and liabililies resultingftom exchange, exchange'like transactions ale alsogenelally

recorded when lhe exchangetakes place while all revenues, expenses, gains,lossesand assels resulling kom non-

exchange transaclions are recotded when an enlorceable Iegal claim arises or when all eligibility lequiremeots

imposed by the provider have beeo mel, applicable

The Municipat ty generally accrues a govemmenlallund liability andexpendilures (including salaries, plolessiooal

services, supplies, ulililies, etc.) in lhe pei@ rn which the government incurs the liabillly, to the exlenl lhat these

liabililies are nomally expected to be liquidaled ln a limely manner and in lullwilh current available linancial

resources. The accompanying balance sheel - govemmenlal lunds generally rellects only assets thal 
'xill 

flol be

converted into cash to satisly current liabilities. Long-Term assets and lhose assets lhat will nol be converled into

cash lo satislycLrffenl labililies are generally not accounled lor in the accompanying balance sheel - govemmenlal

lunds. At lhe same lime, longlem llabtlitres (generally, those unrnalured that !/ill not require lhe use ol cu(enl

Iinanciat resources to pay lhem) are nol accounted ior in lhe accompanying balance sheel - governmenlal luods.

Modilicatrons lo lhe accrualbasis otaccounlrng include:

a. Princpaland iflleresl on bonds payable are recorded when lhey malured (when payment lsdue), excepll0r

principaland inlerest olbonds due on July 1.2010, lthich are recorded as govemmentallund liabililies ot

.lune 30.2010 which is the date when resources were available n lhe debt service lund

b. obligalionslrom compensated absences and lhe estimated liability ior municipal solid waste landlill p0st'

closure care costs are recorded only when they maturc (when paymenl is due).

NOTESTO THE BASlc FII{Ai{CIAI STATEMEIITS

FoRTHE FrscAL YEAR ENDEoJUNE 30.2010
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coitIoNwEALrH of PUERTo Rtco

MUIIICIPALITY OF LARTS, PUERTO RICO

2. SUMMARY oF SIGNIFICANT ACCOUNTING POLICIES (conlinualion)

c. Certarn accounls payable. inlergovemmentalpayables and othe.accrued liabrlilres not due and payable

(unmalured) or not normally etpected to be liquidated in tull and in a timely manoer with avarlable and

expendab e linanciat rcsources. are recoded in the accompanying Statement oflvel,4ssels Such liabilities

are recorded in the governmenta I lu nds when they mallre

d. Executory pu.chase oders and conlracts are recorded as a reseNallon offund balance in the GFFS.

The measuremeflt focls ol the GFFS is on decreases of nel llnancial resources (expendilures) rathe. than

expenses ilost expenditures are measurable and are Bcorded when lhe related governmental fund liability is

lncurred Allocation ofcosts, such as deprecial,on and amoriization, are recorded in lhe accompanying slalemeniof

Aclivilies, but are not recorded in the accompanyi.g GFtS

The [.lunicipality reports the following major governmenlal funds:

General Fund - This is the generaloperating lund of the [,iunicipality lt is used to account for all linancial

resources except those required to be accounted lor n another fu0d.

SBGP Fund - This is the f!nd used to account lo.allthe transactions ofthe Stale Block Grant Proglam The

prirn-arilyoblectivesofthisprogramisthedevelopmentofviablecommunitiesbyprovidingdecenlhousing,a

suilable living environment and expanded economic opportunities, pincipallyfor pet50ns oflow and moderate

iocome

State Assiqnmeots Fund - This is the fund used to accounl Ior allthe transactions ofthe Slate Assig nments by

Gli-ature Resolutions. The primarily obleciives of these assignments is the development of proiects on

co;munities nollor-proiit organizalions, purchase ofequipme0t and indircctassignmentlo persons oflowand

moderale income.

Debt seNice Fund - This is used lo accountforthe accumulation of resources for. and the paymentof,long-

term debt princrpaland inlerests.

The non majorfundsare combined in a single column in lhe GGFS As a generalrulethe eflect of rnlefu nd activity

has been elimrnated Lom lhe GWFS.

C. Stewardship, Compli.nce, and Accountability

Budgetery lnfom.tion

The Munrcrpality's annuaIy adopts the Budget Resolution for alloperating funds ol lhe l\.luncrpalily except to. certaifl

restricted acco;nls Budgetary conkol is leqally maintained al the fund level The budget is prepared using the

modified accrual basls oiaccountlng wllh encumbrance tncluded as budgetary bas6 expendtlures lJnexpended

a pprcprialron s at the efld of the iiscal year generally lapse HoweleI lhey may be re-appropiated for expend ilures

in lhe following liscalYear.

NOTES TOTHE BASIC FII,IANCNL STATEMEIITS

FoR rHE FrscAL YEAR ENDED JUNE 30, 2010
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CoMMoNwEALtx oF PuERto Ftco

II.IUNICIPALITY oF LAnEs, PUERTo FICO

NoTES TO TH€ BASIC FIIAICIAI. STATEMEIITS

FoF THE FTScaLYEAR E DEDJUNE30,2010

2. SUMMARY 0F SIGNIFICANT ACC0UNIING POLICIES (continuallon)

The Municipality's Budget Resolulion provides transler authority (1)tothe Mayot and the Managementand Budgel

Direclor, wilhin andbelweefl deparlments and funds, as long as the tolalbudgel olthe Mu0icipality (net ol intedund

translers) is not increased; 12) lo the Managefiient and Budgel oi.eclor to implement glanl budgets as the grant

applications are accepted by the [,lu0icipalily; and (3) to the Management and Eudget Director to amend (rc-

appropriale) each new yea/s budgel, to lhe extenl ol outslanding encumbrances. and/or unexpended projecuglanl

approprialions at year end. [4unicipality's Legislalure aclion is required for (1) use o, lhe budgeted Legislalure

contingency, and (2) lhe approval ol a supplemental approprialion(s). During lhe year, several supplemental

apprcpriations were necessary.

For budgelary purposes, encumbance accounting is used. The encumbrances{i.e., purchaseorders, c0ntracls)are

considered expenditu res when incurred. For USGAAP reporling purposes, encumbrances oulslanding at yearend

are reported as reseryalions o, fund balances and do not coflsllule e)(penditures or liabilities because lhe

commilments will be honorcd during the subsequent year. ln addition, under lhe budgetary basis ol accounting,

revenues are recorded when cash is received.

The unencumbered balance ol any approp ation at the end ol the year will lapse at the end of such liscal year. Olher

apprcp ations, mainly capital project approp ations, ale continuing accounls lol which the ilunicipal Legislalure has

authorized that an unspenl balance lrom the prioryear be carried totua.d and made available torcurrent spending.

The Municipality lollows these procedures, in accordance wilh law. in orderto establish the budgelarydata reflected

in the Budgetary Comparison Schedule- General Fund:

oiginal Budgel

1. Prior ol[,lay 15 ol each liscalyear, the Mayor submits to the ltlunicipal Legislalure a proposed budget lor

the liscal year commencing the lollowing July 1 in addition ol a budget message.

2. The budgel document is availaue ,or public inspection priorlo ils approvalbythe Municipal Legislalure.

3. Ihe Commissioner ol M unicipal Allarls eramines lhe budgel lo vedly il it complied wilh the law's standards

and seods il lo lhe [,{ayortoranycomments or recommendation before lhe limiled dale establishes bythe

Law.

4. Prior lo June 13, the annual budget is legally enacted through passage ol lhe anflual appropriation

ordinance lo be etleclive on JLly 1.

Since the budgetary basrs dillers lrom accounting priociples generally accepted ifl lhe Uniled States ol America

(GAAP), actual amounts Ior the GeneralFund inlhe accompanying Budgelary comparison schedule ispresented

on Ihe budgelary basis lo enhance comparabilily.

Final Budget

The tinal budgelary data presented in the Budgelary Compa son Schedule - General Fund rellecls the lollowing

changes lo the originalbudget:
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co oftwEALrHoF PUERTo Rlco

MUNICIPALITY OF LARES, PU€RTO RICO

2. SUMMARY OF SIGNIFICANT ACC0UNTING POLICIES (continualio,r)

1. Certain annual approp ations are budgeted on a projecl basis. ll such poecls are not compleled at the

end ol the liscal year, unexpended approprialions. including encumbered lunds, and unexpended granl

appropialions, are carried loMard to the following yeat. ln cerlain circumslances, olher regulat annual

approp.iations may be carried lorward alter apprcpriate approval. Annually appropiated lunds, not

authorized lo be cafied lorward,laDse al the end ol lhe liscalyear. Appropriations carned loMard lrom the

pfloryear are included in the linalbudgelary data.

2. Approprialions may be adjusted dunng lhe year wilh the apploval ol the Mayol and lhe l,unicipal

Legislature, e.g. supplemental approprialions. Additionally. lhe Mayor isaulhodzed lo makecedain lrans{el

olsupluswithin lhe deparlments. Such adiuslments are reflecled rn ihe linalbudgelary data'

The Annual Approp ation Ordinance adopls the budget at lhe characler level oi expendilure within

departmenls. As described above, the Mayor is aulhorized to make certain translers of approprialions

wiihin departments. Accordingly, lhe legal level ot budgetary conlrol by lhe Municipal Legislature is lhe

depadmenl Level.

The principal difierences belween the budgelary and GAAP bases ale the lollowing:

1_ Encumbrances are recorded as expenditures undet lhe budgelary basis and as a reserve ol lund balances

uoder GAAP.

2. lntedund lransaclions ol the Genetal Fund are not i0cluded in the budgetary basis'

3. Cerlain accrued liabilities and other debls are not included in the budgelary basis'

4.Cerlainrevenuessusceptibleloaccrual,i.e,bothrneasurableandavailable,arenotincludedinlhe
budgetary data.

The speciat Revenue Fund has nol been included in lhe budgetarycomparison because balances are not budgeted.

Atso the budget prepared lorthe Federal FinancialAwards Programs included in the capilalProiecls and special

Hevenue FU;dS is based On a program period which is not necessarily the Same liscal year. Accordingly, il's nol

practicalto present an annual companson ol budgel {or such programs

D, Assets, Liabilities, and Net Ass€ts

1) Cash and lnvestnenl, and Cash with Fiscdl Agent

TheMunicipalityscashandinveslrneolarecomposedoldemanddepositsincornmeicialbanks,demand
deposits in ine dovernmenlal Oevel,pmenl Bank ol Pued. Bico (G0B). and cash equivalents in commercial

ba;ks. The Municipatity has adopted the Slatemenl o/ lJnlorn lnvestnenl Gtidelines lat the Municipalities ol

lhe Covennent ot' Puedo Bico, issued bylhe GDB as promulgated by Law N0 113 ol August 3, 1995'The

Finance Di.eclor ol the Mu nicipality, lollow lhe guidelines. is responsible lorinvesting the available resources in

cediticates ol deposil and olher shorl{erm inveslments

NoIESTOTHE gASICFINANClALSTATEMENTS

Fon rHE FrscAL YEAH E DEoJU E30,2010
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CoMroriwEArrN oF PUERTo REo

MUMcIPALITY oF LAFEs. PUERTo Rrco
NOTES ToTHE EAsIc FINANCIAL STATEIIENTS

Fon rHE FrscAL YEAR ENDED JuNE 30.20'l()

2. SUMMARY 0F SIcNIFICANT ACCOUNTING pOLICtES (conrinuation)

lnveslmentsare madelrom the availabte Combined l! nds ollhe [4un icipality and, accordingly, rt iS 0ol ptactical
lo disclose cerlilicates ol deposil and olher shorl'term inveslments individuallyby lund in thecombned financial
sraremenls. lnreresl earned on certilicates ol deposil and nterest bearing commercial bank accounls are
recognizedas revenue in lhe General Fund, Ad Cenler Fund and in [,{ulliuse Cotiseum Fund in accordance wilh
amounl invesled. cash in the special Revenue and capilalproject Fu0dsare restricledi accordingly, resources
available were not used lor pool inveslrnenls.

Cash wilh tiscalage0t in the oebt Seruice Fund leprcsents special addrlional propedy laxcolleclio0s relained
by the Government, deposit in the GoB and resrricled lor the payment or rhe t\.luniciparity s debr service. as
eslablished by raw. cash lrith riscar agent in orher govemme.tar funds consisrs ol undisbursed proceeds of
cedain bonds and ootes issled lor lhe acquisition and construction of malor capital improvemeals, or grants
which are maintained in a cash cusrodian account by rhe GDB. This sinking rund is maintained by rhe GDB,
agency which acts as the insurer and payer ol the Municipality's bondsand notes issued in accordance with law.

2) Beceivables and Payables

Activity berween tunds rhat are rep.esentative ol rending/borrowing arrangemenrs ourstanding atthe end or rhe
liscal year are rererred lo as eirher "due ro/trom other funds" (i.e., the ;urrent portion of inierrund roans) or
''advances ro/trcm otherfunds'(i.e., rhe non-currenr podion ol intedund loans). All orher ourstanding balances
berween funds are reporled as 'due lo/lrom other lunds." Any residual balances oulsranding berween the
govemmental aclrvilies and business'type activities are reported in the govemment,wjde linanci;l datemenl as
"interlund balances'.

Advance between lunds, as reported in the lund financial slalements, il any, are ofisel by a lund balance
reserve account in applicable govemmental lunds to indicatethal lheyare not available lor approprialioo and
are n0texpendable availablelinancial resources.

Beceivables consist o,arr revenues eamed bur not colected at Jure 30,2010. These account receivabres are
shown net ol estimared aflowances ror uncolecribre accounrs. which are derermined upoo pasr cofiection
experience, hislorical lrends. and cu(enl economic conditions. lnteQovernmental receivablesin the gefleral
lund represent mos y sates and usage lares, lederal grant and contribulions, property tax accounts thal are
tevied by Municipal Revenue Co ection Center (MBCC), a governmental enlity creat;d by the Gover.ment.
lntergovernmental receivables in lhe othe. govemmental funds represent amounls owed toihe l,,4unicipality lor
reimbursemenl ol expefditures rncufied pursuanl to lederally lurded grant and cootributions and slate
appropiations, and the amounl in the debr service lund represenrs the distribulio0 ol properry rax co{lecred
which is resl cted lor lhe debl service.

3)
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The [,,lun]cipality used ihe purchase method toaccount for the purchases ollice and pnnting supplies, gasolr,le,
orl and other expendable suppties held for consilmplion. This method records items as axpendilures, in lhe
appropriale lund, wher lhey are acquired and, accordinoly,lhe inventory is nor recorded in ihe basiclinancial
statemenls.



CorraoNwEAtrH oF PucRro Rlco

MUIICIPALT OF LARES, PUERTO RICO

2. SUMMARY OF SIGNIFICANT ACCOUNTING P0LICIES (continuation)

CAPITALASSETS YEARS

Buldings and lmprovemenls 50

lnlraslruciure 60

Heavy 10

Fum ures arld Frxlures 5

Equipmenland Vehrcles 5 10

NOTES TO THE BASIC FII.IAI{CIAL STATE EIIS

FoR THE FlscAL YEAR ENoED JUNE 30, 2010

4) Delened Charyes

Deferred cha.ges in the accompanying Stalemenl ol Nel Assets consist of bond issuance costs net of

ac"rrri"t"O a.ortoaion Defefied charges are amonized over lhe term of the relaled debl using the straiqhi-

in" rJtoO fn rf," Cffs. bond issuance cosls are recorded in lhe currenl peiod as expendilures' whetheror

not withheld lrom the actual debl proceeds received

5l Cepifa,Issets

C,iortal assels. wh rch lrclJde land b.rlld lngs a nd 
' 
mprcle ne nt' machlnery and eq ur pme^t rtlotor vehrcles a nd

fi#;;;;.;;;]; ,;;--'oiot ,,osJr. sdewalks' a"d simlar rrerns) are repoded.rn rne applicable

^^,^,"..rrr * t *r".i-tvoe actlvilEs columns inthe GWFS Caprtaiassets' otherlhan infrastructure assets

ffi#il;;;;;ffienias assets,,'ttr an lnil al. individual cost of more than s500 (amoLrnt not rounded)

".i 
r. Lrl.itaO irarrrrife rn excess oftwo years. For tmprovements olher lhan buildrngs the capitaloutlay

,rriil. giJ;ihan sio300, extend the esiimaled useful Lfe 
'or 

ten yean and be grealer than 100/o oflhe

^rininrr.nsl 
nl lhe assei. The l\4unrclDallty reporis infrastrlcture assets on a network and subsystem basis

;::;;;;:il;;;i;1;,p.nt to, tn".ontt,*tiolr oracquisition of infrastructure assets are capilalized and

,"oon"dirrth" gor"tna"nt_wde financ'al slalemenls regardless ol lhelr amounl

ln the case of the inilial capitalization of general infrastructure assets (ie. those reported by governmenlal

;di;i;;ith; g*";;;richose to includi allsuch items regardless oftherr acquisilion date or amount'

The [.lunicipality was able to eslimate the historicalcosl lor the iflitial reporting ofthese assets through back

tr".l.g (,!- "!t,r;trg 
lhe curreni replacemeni cost of the infraslruclure to be capitalized and using an

.^^f^nrirr. 
^n.p-t.vEt 

inder lo deflale the cost lo lhe acquisilon year o.estimated acquisitioo year). As the

;:;;;;;t;;;;,t;;i.;;o,ires addrlonal capital assets each period including inlrasiructurc assets'lhey are

:ff;;;;;;;il"ir,it""."r.".t T he €poned value e xcrudes no Ima marnlenance ano reoarrswh'ch

::i::;;;#,;i;;;".r', =r"i." to *piilr *sets tl'al do nol rncrease rhe capacrtv or efllc€ncv of rhe

i"rn ir 
"ri. 

rl ii 
"r-"rri 

rr! Leyona tne ongrn ai estimate ln the case ol donations the govern menl values these

lapitat assets atthe estimated talr value ot the item at the date of lts donalion

c,nrt.t6ritav !r recorded as exDendilu res ol lhe GeneGlFund and other govern menlal funds and as assetsln

;:Hr s ;;ir; ";;ir" ,, ni.'p"r'tv .,0n,'"t'0" ln'eshold E ret Dep'ecol'on ano amorlrzal'on expense 6

".ara"i".ryl. 
ir," OwfS. Depreciable capital assets are generally deprecialed or amodrzed over therr

".i 
.ri"o urirrl rir6 unoer the straqht-tine melhod, except for equipment hetd under cap al leases wh ich is

i."r".,"[a *", tf,a ai,"rterol rts estlmated uselul]ife ot lhe lease tem No depreciatlon is recordsd for and

,"i'a""turai 
"" 

a o"o,ass rhe esllmated JselLl 'ves ol malor cap'tal assel calego''es are

De0.eciaton and a.norlTallo_ er0ense of 
'aprlal 

assels s

recorded as a d,Iect e^perse of lhe lunclon proqlam

soecrf,ca.lv 'oent,fed wrln lle asset Deprecrallon and

amortrzatron of rnlraslruclu,e ls rol alocated lo varoLs

functionlproq6ms but reported as direct expense ol the

public works and urban development funclions
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Corrrc$wE ALrH oF PuERro Rrco

IIUNIcIPAUTY OF LAFES, PUERTo BIcO

NOTES TO ThE BASE FINANChL STATEMENTS

FoRIHE FISCAL YEAn ENoEOJUNE 30.2OIO

2. SUMMARY 0F SlGtllFlCANT ACC0UNTING POLICIES (codinuation)

lmparred caprtal assets thal will no longer be used by lhe Municipality, il any, are reported al lhe lower ol
carrying value ortairvalle. lmpairment losses on capilalassets wilh physicaldamages lhal will cortinue to be

used by lhe Municipalityare measured using the restoralion cost apprcach.lmpatmenls ol capilal assels lhal
are subiecl to a change in the manner 0r duration 0f use, or assets altecled by enaclmenl orapprovalol lawsor
regulalions or olher changes in environmenlal lactors or assels lhal are subjecl io technological changes or
obsolescence, il any, are measured using lhe se.vice units approach.

The Municipality is prevenled legallyirom enlering into obligations extending beyond one liscalyear. and mosl

lease agr€emenls enlered by the lt4unicipality conlain liscallunding clauses orcancellation clauses lhat make

lhe continuation of lhe agreemenls subjecl lo luture appropnalions. The lrunicipality's leas€ agreementsdo nol

include €onlingenl rental paymenls no escalalion clauses. Accordingly, lease paym€nls are recorded in the

GWFS as expense when incufied.

in the accompanying GFFS, lhe lease payments are recorded as expendilures in the governmental lund.

6) Delerrcd and Uneaned Revenuea

ln lhe GWFS, delerrcd revenuesarise onlywhen lhe Mu nicipality receives resou rces before it has a legaiclaim

to them. ln the GFFS, arises when one o,the lollowing siluations occur: (1) potenlial revenue does nol meet

both the measuable and ava lable c teria tor revenue recognilion in the cu enl peiod (unavailable revenue),

and {2) the [4unicipalily receives resources belore rt has a legalclaim to lhem (uoearn€d revenue).

7) Long-fem Obligations, Bgnds lssuance Costs, and Prcmium ot Discount

The liabilities reporled in lhe GWFS include the generaland special obligation bonds, longlem notes, other
longlerm liabilities (e.9., vacation, sick leave, claims and judgments, long-lem liabililies to othergovernmental
entities and third padies, and landlill post closure care costs). Bond premiums and discounts, as well as
issuance cosls. are dere(ed and amodized overlhe lile ol the bonds using lhe efleclive iolerest melhod. Bonds
payable are repo(ed net ol lhe applicable bond premlum or discounl.

ln lhe GFFS. govem menlal lund lypes recognize bond premiums and discolnls as other linancing sources and

uses. respeclively, and bond issuance costs as debt service expenditures. lssuance cosls, whelher or nol

wilhheld trom the aclual debt proceeds received, are reported as debt service expendilures.

8) ConpensatodAbsences

The Lrunrcipality accrues accumulated unpaid vacation and sickleave and associated employee-relaled costs
when earned (or eslirnated to be eamed)by lhe employee. The Municipality'semployees are granled 30 days ol
vacations and 18 days ol sick eave annually. Vacalrons rnay be accumulaled up t0 a maxlmum ol sixty (60)

days and sick leave up to a maximum ol ninely (90 ) days. ln lhe evenl of employee resignalion, the employee s
paid loracclmulated vacation days up lo the maximum aliowed atthecurcnt Gle. Separation kom empioymenl
prior to use of all o, pad ot Ihe sick leave lerminales all rights lor compensalion except lor employees wilh len
years ot service who a.e entilled lo sick leave pay up to lhe maximum allowed.
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CoMrrroNvvE Lm oF PuEilo Bro
MUIIICIPALITY OF LI8ES, PUERTO NrcO

NoTEs To THE gastc FtIANclAL STATEMENTS

FoR THE F6CAL YEAH ENDEo JU E 30,2O1O

2. SUttMAaY OF SlGt'{IFICANT ACCOUNTING P0LICIES (continualion)

The Municipality accrued a liability lor compensated absences, which meel the lollo$?ing c leriar (1) lhe

M unicipalily's obliqation relaling to employee s ghls lo receivecompensation lorlutule absences isatlabutable

to employee's seNices akeady lendered;(2)lhe obligaiioo relaiesto nghls that vesl or accumulale; (3) payment

ol the compensalion s probable; and (4) lhe amounl can be reasonably estimaled.

ln accordancewilh the above crilelia and requrremeuls as eslablished byGASBS No 16;th€ Municipality has

accrued a iability lor compensaled absences, which has been earned bul fol laken by Municipalilys

employees, including ils share ol social seculity and Medicare payments made on behall ol lhe employees in

lhe accrual lor vacalion and sick l€ave pay. Allvacation pay is accrued when incurred in lhe GWFS and

Proprietary Fund Financial Stalernenls. For lhe GWFS, the current podion is the amount estimaled lo be used in

the lollowing year. Forthe GFFS. allollhe compensated absences are consideled long-tem and therelorc' are

nol a lund liability and represents a reconciling ltem between lhelund leveland government'widepresenlalions

9) Clains and Judgments

The eslimated amount of lhe liability lor claims and judgments, rf any, which is due on demand, such asrrom

adjudicaled or settled claims, is recorded in lhe General Fund when the liabiliiy is incurred. The Long-Tem

Liabilities ircludes, when appropriate, an amounl estimaled as a contingent liabilityor liabilities with alixed or

expecled due dale, which will require lulure available linancial resources lor ils paymenl

10) Accounling lot Pension Coslt

The Municipalityadopted lhe provisions ot GASBS N0.50, Pension qisclosue,which arnended GASBS N0.27'

Accounting lu Pensions by State and LocalAovenmenls EmployeG, by rcquiing disclosure ol how lhe

conlraclually required contribution rale s determined by governmeols panicipating ln mulli-employer cosl

shairU pension plans.

The Municipality accounts lor pensiolt costs lrom the standpoint ol a participa0l in a multiple-employer cost-

shaing plar. Accordingly, pension cosis recognized in the accompanying basic Iinancial slatemenls are equal

lo the siatuloflly required conlribuliois. wilh a liabilily recorded lor afly u0paid lequired contributions.

For lhe purpose ol applyinq lhe requrrements ol GASBS No, 27. the slale governmeot ol the Govemmenl is

considered to be lhe sponso.olthe Employees' Retircmenl Sysiem ofthe Govemmentol Puedo Fico and its

lnstrumentalilies (EBS) and Syslem 2000, a multiemployer coslshari0g delined benelit pension ptan and a

hybid delined conkibulion plan. respectively, in which the empioyees ot the Municipality parlicipate. The

l*4unicipalily ls co0sidered a parlicipant, and nol a sponsor, ol lhese relirement syslems slncethe maionty ol lhe

partiopanls n lhe alorcmenlioned pension lrusl lunds are employeesol lhe Govemmenl and the basiclinancial

slalemenls ol such reliremenl systems are part ol lhe linancial reporling entity oI lhe Government
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CoMlioNwErLrH oF PUERTo Rlco

MUNICIPAI.ITY oF LARES, PUEBTO BICO

NoTEs To IH€ BASIC FINATICIAL STATEIIENTS

FoR THE FFcAr YEAR ENoEDJUNE 30,2010

2. SUMMARY 0F SIGNIFICANT ACC0UNTING P0LICIES (conlineation)

11) Net Assels/Fund galance

IVet lssets

The GWFS and Prcprietary Funds Financial Stalemenls utilize a nel assetspresenlalion, which are categorized

as lollowl

. tnvesled in Capital Assels, Net ol Related Debt - These consists o, capital assels, net ol accumllaled

depreciation andamodizalion, rcduced by the outslanding balancesol bondspayable' notes payableand

olher debts lhal are attibuled to the acquisilion, construction or improvements ol lhose assets. For lhe

pueoses ol determining the outstanding debl atlributed lo caprtalassels, the total long'tetrn debt relaled to

the acquisition, conslruction or improvemenls ol capilal assels has been Ieduced by any relaled unspent

debt proceeds and any relaled unamortized debt issuance costs. ln addition, lhe outstanding debl

anributed lo capilal assels does not include accrued inlerest payable, non{apital accrued liabilities, inter'

lund loans aod other linancial assels. Nel assets invested in capilalassets, net ol relaled debl is comprised

olthe lollowinql 
Govemmenral

Aclivities

Capilal Assels, Net ol Accumulated Depleciation..... ........ $1 1,519,461

Outslanding Balance on Relaled 0ebl............................. .... .... (5'253,000)

I.Jnspent Capi1a| Debt Proceeds................................................. 800 000

Tolallnvesled in CapitalAssets, Net ol Belated Debi.... .......... $ 7,066101

. Feslricted Nel ,4ssels - These resull when constraints placed on net assels lse ate eithel exlemally

imposed by credilors, grantors, conlribulors, and the like, or imposed by lalr through conslilulional
provisions ot enablinq legislalion.

. unrcsticled l,let Assels- These consisl ol net assels which do nol meel lh€ derinilion olthe lwopreceding

categoies. Un resl cled net assels oftefl are designaled, lo indicale lhal managemenl does nol consider

them to be available lor general opelalions. Unreslricted net assels olten have conslrainls on lesources

thal are lmposed by managemenl, bul can be removed or modilied.

When bolh rcslricled and Lrnrestricted resources are availabte lor use, lt is the Municipalily's policy to use

resl cled resources Iirst. lhen unresticted resources as they are needed.

Fund Ealance

The GFFS presenl fund balance reserues lol lhose portions ol lund balance (1)noi available lor approprialion

for expenditures or (2) legally segregaled lor a specific fulu Ie use. Followiog is a briel desc ption ol lhe nature

ol cedain reserves.
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CoMuoxwEALTfl oF PUEFTo Brco

I\,IUI,IICIPALITY of LARES, PUEBTO RICO

NoTEs To T8E BAsIc FINANCIAL STATEI,IIE}ITS

FoRTHE FECAL YEAR ENDEDJUNE 30.2010

2. SUMMAnY OF SIGNIFICANT ACCOUNTING P0IICIES {continuation)

ReseNe fu Encumbnnces - Representruture expendilures undel purchase orders. conllacls and other

commilmenls. These commitled amounts generally will become liabilities i0 lulu rc periods as lhe goods 0I

seruices are received.

Resetue lot Debl SeNEe- The lund balance olthe debt service lunds is reseNed lol the paymentoldebl

service in lhe subsequent years.

BeseNe lot Other Puposes - Certain assels. primarily cash ol glanlsandconlibulionsthat are authorized

to be ca ed overand exp€nded in the ensuing yeal.

E. lnterlundTransaclions

l0terlund transactions are rellecled as loans, reimbursements or lransfers Loans are Iepoded as receivables and

payablesas appropriate and are subiecl to eliminalion upon consolidation. Beimbursements occur llhen one lund

lncurs a cost, charges lie appropriale bene,iting lund and reduces its related cosl as a reimbursement All other

rnledund transactions are lreated as translers. Transtels between govemmenlalo, proprietary lunds are nelied as

part olthe rcconciliation to lhe governmenl.wide columnarplesentalion. The Municipalily haslhe lollowing types ol

lransactions among lunds:

lntelund Tensfe$ - legally required translers lhat are repoded when incurred as transtels-in by the

recipienl lund and as lransrers-out by lhe disbursing lund, wilh receivables and payables presenled as

amounts due to and due from oiherlunds.

lntta-Enlity Tnnsactions- Advances between tunds are also presenled as amounts due lo and due hom

olher lunds. However, lhese iransters and related amounts receivables and payables are considered

intemal balances and activities that have been eliminaled in lhe governmenl-wide linancial slatemenls

F. Risk Financing

The Municipality carries commercial insurance lo cover property and casualty, lheft, iort claims and olhel losses.

lnsurance policies are negotiated by the Puerlo Rico Treasury Deparlment and cosls are allocaled among all the

municlpalrties ol Puerto Rico. Also, plincipal otficlals ol the lt4unicipality are covercd under va ous surety bonds.

Cost ol insurance allocated lo the lrunicipatity and deducled from the gross propeftytarcolleclions by lhe MRCC lor

the year ended Ju0e 30, 2010 amounted to approximalely S197.943. The currenl insurance policies have nol been

cancelled orterminated. ln addilioo, [,'IRCC deducled approrimately 5269,459 forworkers compensation insurance

covering all municipal employees for the same period.

G. Use ol Estimateg

The preparation ol the basic linancial slalemenls in contormlty wth USGAAP requiles managemenl lo make

estimates and assumpuons that alrecl lhe reporled amounts ot assets and liabilities and disclosuresol contingent

assetsand liabillies allhe dateotlhe basic ilnancial slatements and lhe reporled revenueand expensesdu nglhe

repoding peaod. Aclualresult could dillerliom those eslimales.
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CoMroNwEAlTH oF PUERTo Rlco

MUNICIPALITY OF LAFES, PUERTO RICO

NOTES TO THE BASIC FIIIANCNL STATEI'E}ITS

FoF rHE FrscaL YEAR ENDED JUNE 30,2010

2. SUMiIARY OF SIGNIFICANT ACC0UNTING POLICIES (continuation)

H, Reclassilications

Various reclassilications have been made in the accompanyirlg basic linancial statemenls which atiecl lhe

comparabil8 with lhe basic linancial stalemeflts issued lor previous liscal yeac

l. Futuc Adoptlon ol Accounting Pronouncemer s

The Govemmenlal Accounting Slandards Board (GASB)issued thelollowing pronouncements that have ellective

dales allet June 30, 2010:

GASBslalemenlNo.54,FundBalanceRepotingandGovennenlatFundT,.r,eDefinil'onsStatement54islo
anflanaa rte 

"tefrf*ts 
ol lund balance inlormalion by ptoviding clearer lund balance classificalions thal can be

,.r" iirriir.riri .ppl.l and by clarifying lhe exisling govenmenlal lund type. deltndions This Statement

.J.Ufir-f,.i f*O'Oaidn.e classifi;ations thit compnse a hierarchy based pimanly on the exlent lo wllich a

sir#; It barrd h 
"lseNe 

conskainls imposed upon the use ol lhe resources repo ed in govemmenlal lunds'

The initial dislinction lhat is made in reporting lund balance rnlormalion is idenllfying amounts that are consideted

n:ri*"iirOt , such as lund balance assdialed wrth invenlories. This Slalemenl also provides fol additional

;asiiriiirion as ,esraaeo, commited, assigned, and unassrgned based on lh€ retative strenglh ol lhe constraints

ir,.i-.oniror t o* ,p*irir .mounts can be-spent. The requirements ol this stalemenl are el,eclive lor linaflcial

ititementslor periods beginning allerJune 15,2010, with eadier applicalion encouraged'

GASB Stateme0l No. 57, OPEB Measrenenls by Agent Enptoyers and Agent Mulliple-Employet Plans The

JOi..li* ot rt i, St.tar"nt isto address issues relaled lothe us€ olihe altematiYe measuremenl method and the

keouencv and limrno ol measuremenls by employers that panEipale in agenl mulliple-employer olher

""inrJi.r.a.r 
o.raiir ioPEB)plans (lhat is;ageni employers) The lequiremenls ol this Statement are efleclive

ior linanciil slalements lor peaods beginnrng allerJune 15, 2011

GASB Statement No. 59, Fin ancial tnstuments onnibus. The obieclive o, this statemenl is to updale and improve

existi0oslandaldsreqardinqlinanclallepo.linganddlsclosulelequlremenlsolcertainlinancialinstrumenlsand
rrril.ir .*.iirenr poots ior wn,cn srgnilica;t rssues have been idenlrlied 'n 

praclice' The provrsions ol lhis

ii.re*nt ai" .ttertir" tor linancial staiemenls lor pe ods beginning afler June 15' 2010' Earliet application is

eocouraged.

3. CASH ANO INVESTMEI{TS

Cash in Banks

The Municipalily s cash and investments at June 30, 2010 are composed ol: (1) demand deposits in commercial

oanis,inOiil ,ierano Oeposils in the Government Developmenl Bank o' Pueno Fico (GDB' liscal agenl)
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Coit oNwEAtrH oF PuERro Rtco

MUI,IIcIPALIft oF LARES, PUERTo RIco

NoTEs Io IHE BASIC FI AI.ICIAL STATEMEN.TS

FOR THE FISCALYEAR ENOEDJUNE 30,201O

3. CASH INVESTMEt{T(conlinuation)

Puerlo Rico laws authoize governmenlal entrties to invest in drrcct obligalions or obligalions guaranteed by lhe
federal govern ment or the Govemment The l\runicipality is also allo!,red to invesl rn bark acceplances, other bank

obhgations and certillcates of deposrl n financial lnslllutions authorized to do business !nder the federal a0d

Governmenl laws

The ltlu nicipality foilov]s the practice oipoolingcash AtJune30,2010. the cash are mantained in comrnercia] banks

wrlh a balance ol 55.109.978 of which S68.170 in the General Fund 52.292 in SBGP Fund. $3 427.776 in Slale

Assiqnments Fund, andS1,611.740ln Other Govemmenlal Funds. The balance in cash acrount is available to nleet

curre0topenting requirementsand any unrcsl cled excess. ifany,ls generaily invested in cerlifrcales of deposil with

commercialbanks Anydeliciency in the cash accounl is assumed bythe generalf!nd aod covered through future
budgetary appropnation.

Underthe laws afld regulations of the Governmenl, public funds deposited by the l\4unicipality in commercialbanks
m usl be fully collateralized for lhe amounis deposlted in excess of the Federal Deposit lnsucnce Corporatron (FDIC)

cove.age. All securities pledged as collaleralare held by agents designated by the Governmenl s Secretary ofthe
Treasury but not in the lvunicipalitys name.

Cash with liscal agenl in lhe debl seNice fund consrsts principally ol property tax colleciions amou0ting to

$1 589,734 thal are restricted for the payment of the l\,lu nicipaiity s debt seNice as required by law. Cash wr$ Fiscal

Agenl of $30,961 in other govern menlal funds consist principa lly of u nspent proceeds of bonds that are restricted for

the acquisition, construction or improvement of major capitalassels. The amountsdeposit i0 G0B is maintained in

interest bearing accounts and is not collateralized.

[rlnicipality follows the prcvisions of Section C20 of lhe GASB Codilication of Govemmenlal Accounting and
Financtal Repoiing Standards. rclated with cash deposit and ifitercst eaming nveslment contract with linancial

institulrons. Accordingly the lollowing is essential information about cred it nsk interest rate risk custodial credit risk,

and foreign exchange exposure ol deposits and investments ol the ltlunicipality al June 30, 2010:

Crcdit Risk

This is lhe risk that a0 issuer or other counlerparly to afl investment wll not fuliill its obligations. At June 30, 2010,

the Municipalily has invested orly in cash in ban ks of $5. 1 million wh ich are insured by the FD lC geoerally ! p to a

maximum of 5250 000. As previously mentioned, public funds deposited by the [/unicipality in commercial banks

musl be fully collaleralized for the amounts deposded rn excess of the FDIC coverage. No investmeris rn debt of
equity securities were made d uring lhe F scal Year ended Ju ne 30, 2010 Therefore the l\lunicipality s management

has concluded thal the credil risk related to any possible loss related to defaults by commercial banls on lhe
Lrunrcipatitys deposils is considered low at June 30 2010

Cuslodial Credit Risk

This is the risk thal, in the event ofthe larlure ofa deposrtory iinanoal institulion. the Muncipality will not be able lo

recover rts cash aod investments or will not be able lo recover collaleral secunties that are in the possession ofan
oulside party. P!rsuanl to the lnvestment Guidelines forlhe Govemment adopled by G0B, the Municipality may
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corroNwEALTH of PutRTo Rtco

MUI.IICIPALITY OF LARES, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEi!EIITS

FoR THE FrscALYEAR ENoED JU E30,2010

4.

CASH INVESTiIEt{T {conlinualion)

invest in o bligations of the Gove.nment obligations of the l.l n ted states. cerlilicates ol de posil, commercial pa per,

bankers aciptance or in pools ot obligations ol the municlpalities of Puerto Rico. whrch are managed by GDB

At June 30. 2010, the [4unicipality has balances deposited in commelcialbanks amounting to 55 1 m]llion whrch are

insured by the F0lc up to lheestablished limitand the excess are fully collateralized asexplained above Deposils

n G08. ;mounlng to $1 6 million are uninsured and uncollalelalized. However. no losses rclated to defaults by

GDB on deposit trinsaaions have been incurred by the [,unicipality lhrough June 30' 20'10 lt ls management's

policy to only maintain deposits in ban(s affillated lo FDlc lo rninimize the cuslodial c.edit risk, ercept for GDB

iherelore, the Mu nicipa li('s manaleme nt has concluded thal at June 30 2010. the custodialcredil risk associated

with lhe lvluniopalitys cash and cash equlvalents is considered 1o$/

,nterest Rafe Rist

This is the risk thatchanges in inte.esl rcles ofdebl investments willadversely aflect the fai'value of an investment'

fne l/uniclpality manages its exposure lo declines in la( values by: (1) not including debtorequity inveslme'ts in its

nrar'tn-t! poifofio riL*e 30,2010' (2)lim ng lhe werq hled average malurrty of rls inveslmenls ifl certiilcates of

o"poiit io perrot o rnl."" months or less, and (j) keep ng mosl of is ba n ks deposits and 
-cen 

icales of deposit in

inierest bearlng accou nts generating interest al prevailing markel rates' Th€refore at Ju0e 30' 201 0' lhe intercsi fsk

associated with lhe l!,'lunicipality s cash and cash equivalent is considered low'

Forcign Exchenge Ritk

ThisiSlhenskthatchangesinexchangerateswilladverselyaffectthevalueofaninveslmentoradeposit'
nl.oioini ro tt" arot"r*iioned investm;nl guidehnes, adopted bythe i'IUnicipaliiy the Municipality is prevenied

from inve"sting in toreign securities oranyothertypes of investmenls for which foreignerchange riskexposure may

i" .igniiount- n.".oingly, managemeni hasconcluded thalthe foreign exchange risk relaiedtolhe Municipalitys

deposils is considered low at June 30. 2010.

DUE FROM GOVERNMENTAL UNITS

The due lrom govemmental unils for lhe liscal yearended June 30 2010 corresponds to various governmenl

departmenls for the amount 0fS823,651

OEFERRED AND UNEART'{EO REVENUES

UIIAVAILABIE UNEASXED

/orL-e o, Brs,err 'Jr4r 9

sEGPRenen!* 2101092

Tolaroeren€diunamedRevenus,L?-ME?-

! 590 !20

-L-,--i!!2L

Governmental funds rePort defeled
rcvenue in connection with

receivables lor revenues lhal are not

considered to be avallabb to

liquidate liabilities oi lhe currenl

period Governmental funds also

ved bll nol yel eamed Ai the end o'the

.rrr"rinr"J y".i, ill" r"rious cornponenls ol deFere d rcvenue ard uneaned rcven'e leporled in the qovemmentai

funds were as follol^s:
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- CoiltloNwEALrH or PuEFro Elco

MUI,IICIPALIIY OF LARES, PUERIO RICO

NOTES TO TIiE BASO FII{ANCIAI. STATEMEIIIS

Fon rHE FrscaLYEAn ENDEDJUNE 30,2010

6. INTERFUNO BECEIVABLE, PAYASLES AND TRANSFERS

A. NTERFUND qECEIVABLE AND PAYABLE BALANCES

oue to/irom Other Funds at June 30,

2010 are summarized as lollows:

?. DUE TO OTHER GOVERNMENTAL UNITS

As ol June 30, 2010, balance due lo olher govemmenlal

units ol the General Fund for services rendeled to the

l\.{unicipality. consists ol the Iollowingi

INTERFU ND

RECEIVABLE

Slale Assignments

ShE Ass gamenb

SBGP

TOTAL

ITENFUND
PAYABLE

GeneralFund
0her Funds

GenelalFund

AM OU NT

s 2.698,475

262 388

q-i!9q06!

B, INIERFUND TRANSFERS

Translers are indicative oi lunding lor capilalprojecls or debl service, and subsidies ol va ous opelalions

INIENFUND IRAI.ISFERS WIIHIN THE GOVENN EI{TAL FUNDS

Sourc6r

GeneralFund

Oher Funds

GeneralFund

Translaato

DebtSsrvico Fund

GeneralFund

Shb AssgnflEnB Fund

Anount Puryoso

S 114.174 oeblRepaymnl
700,094 Transhr fu Opelabnal Puposes

88.966 Reinbursernent

903 234

AMOUNT

llber and Sewer Auhor(y S 16 500

Beliremonl Systsm Adnh6talon 25312

FederallnslranceCofltibulionsAclTar 7,530

UnefiployrcntPayable 181

Shts lnsurance Fund 10 612

Generatseruoe Adrnnrsiabn ---190,1.0.1

ToalDuebGovernnEnblufrts 1,-4q80,
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- Cou oNwEAtrH oF PuEnro Rlco

MUIICIPALITY OF LARES, PUERTO BICO

NorEsTorHE Bastc F|NA ctAL STATEtlENrs

FoR THE FISCAL YEAR ENOEO JUNE 30,2(}1()

8. CAPITAL ASSETS

Capilal Assets activilies fol lhe liscal year ended June 30, 2010 was as lollows:

D€SCRIPIOI{

Non-Depre.bbr€ CaP bl Asse6:

Tobl Non Deo.ecabb Capal Ass.b

o€prMble CaPlB As*E:
Bu ldings and Bu ldngs lrprovemnE

Tohl oepreoaolo caBb Ass€6

Less AolnuaEd Depreclalon:

Eu jings and Buldings lnprovedEn6

Tobl aodlnr]hld Depre€iaion

Tobr Depreqable Ca9hl AsE rNeo

CAATALASS€TS, NET

EALACE
JULI I,

2@9

s 2 940 131

2 t58!i1

5 !98 r85

6.r39.998

3.?,10 668

105,380

512.245

r0.3325r3

1 150.647

2 691.112

79 3r4

397 375

AOJUSIIIEI{T NCFE'SES

6AAliCE
JUNE30,

2010

5 3.210,794

5,168.845

6.3?1,965

3,2S9 371

r3730r

!.r 22,465

r l 205..t25

1.513147

2.895 00€

93,458

563.693

29.205

6050.610

s 115r9461

OECBEAsES

Ss

1139j

7 175

,50.?61

550997

lt I 598)

6.859

68,826

s 270660

270 660

23r 967

59.rr2
24,716

60

**

122.844

215.192

1255

9719?

441622

1r 3t 7071

!___138,9!3

,1.6.13,100 64 087

5.6!9.413' ,192910

s 10887.598 5 492,910 $

- Depreciatron expenses werc charged to govemmenlal

lunctionVprograms as Iollows:

- 9. GENERAL LONG.IERM DEBTS

A. Genenl Obligalions gonds and Special Ot ligations

- Sonds

The pdncipal long-lem obligations ol lhe Municipality are

generalobliqalions bonds and specialnotes rssued lo tinance

lhe conslruclion ancl mprovemenls ot public lacrhtles and

TIq.NT

C€rEral Gdsnnsrl S 1@,S3

lvhycr ard [itniT€i bgdarre 4,476

R.dbs*v 13.48

Rllb llbds ad TrdEporhlon m,8l
Cult eardB€seatn 1ZS
Heaih arn Sanitslh ZB1
Uban Dev€]ogrsrl 58191

Tdl oege.iabo &poses S 447 ,@.

purchase ot equrpment. The Municipalily's obligatrons long{erm debt relirements are appropialed and pad lrcm

resources accumulated in lhe Debt service Fund (see Note 10).

40
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CoxiroilwEAtrH oF PuERro Rtco

MUIIIcIPATlrY OF LARES. PU!RTo RIco
NoTEsToTHE BASG FIIIA cIAT STAIEMEflTS

FoRTHE FrscaL YEAR ENoED JUN€ 30,2010

9. GENERAL LONG.TERM DEBTS {continuation)

General and special obligations bonds as of June 30, 2010. are compnsed of the iollowing individual issues

Accordi0g to Sections 1 03 and 1 48 through 1 50 of the US tnternal Revenue Code and Seciions I 148 lhrough j .150
oflhe US Treasury Regulation, the Municipality s tax-exempt bonds are subject to the arbilrage rebale requirements.
AtJune 30.2010 the lt unicipality had no federal arbitrage liabilityon bonds since interestincome earned from lhe
investment of unspent bood proceeds were made in bank deposits thal generale yrelds lower than the rales
applicable to the debt service payments.

B. LegelDebl Linit and LegalDebt eryin

As ol June 30. 2009 (the last year available). the irunicipatity debt timit {10% ol valuation of property subiect lo
taralion) was $41.937.121, plus the balance ofthe specialad valorem taxes in the Debt Service Fund. ln addition.
belore any new bonds are issued. the revenues ofthe Debt Service Fuod should be suflicient to cover the prolected
de bt service requrre ment The lotal amounl of debt appllcable lo the debt llm[ was 541 461 ,738, net of certain assels
in the Debt Service Fund Addrtronal legal debt margtn was delermine for the issuance ol the special obligalions
bonds that are paid through retenlion firade by the MRCC from monthly advance ofannual p.operty tax and subsidy
sefd to the lt4unicipality

C. Olhet Long-fem Oebts

Borowinq fton IIRCC

On July 1, 2002 the Municipality entered inlo a rcpayment agreement wilh theGDB and MRCC to repay the
uncollecUble property tax sale aulhonzed by the enacted Law Number42 The onginat amount ol debt is S741,794 to
be paiddu.ing 25 years plus annual interestof 6 18750/0.

41

ORTIZ, RIVERA, RIVERA & CO,
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Type ot Obligelion and Purpo3e

Gen elal Obligalion Bonds. PropertyTare!:

51 634 000 Senes2005. Purclrase oiEquipmnl'
5937 000 Seres 2008 Operatonal Purpose

5665 000. Senes 2000 - Purchase o,Land and Bu d ng

5900 000 Series 2009 - operalor al Purpose

5464 000 Series2009 - operaional Pu rpose

Total General Obligation Bonds

Special Obligalion Bonds . Opemtional Reven u e3:

5750 000. SerEs 2002 - Purdrase ofLand

S1 045.000. Ser€s 2000 - Gneral Consfudion

S880.000 Series 2008 - Purchae ol Equipmnt
Total Special Obligalion Bonds

Tot,lGenealand Special Obligatio n Bondg

Matudty
Date

2012

2017

2031

2015

2018

2A26

2422

2014

lnterest
Rele

4 130/0

7 5006

7 00%

7 50%

7 50%

I000,t

6 00 b 8.00%

1 50v.

517 000

800.000

635.000

800 000

431.000

645.000

795 000

2.070.000

5 5,253,000



- Co[{o*wEAtrH of PuERro Rtco

MUIGIPALITY oF LARES, PUERTo RIco
NoIEs ToTHE BAsIc FIIANCIAL STATEME}ITS

FOR THE FISCAT Y€AR ENDED JUilE 30, 201O

9. GENERAL LONG-TERM DEBTS (continuation)

On July 1, 2007 lhe Municipalily entered inlo a repayment agrcemenl wdh lhe GDB and [{RCC to repay the
uncolleclible property tar sale authorized by the enacted Law Number 146. The origrnalamount ofdebt rs 5305.194
lo be paid duri0g 25 years plus annlalinte.est of 6 220lo

0n Novembe.2S 2001, the [,/unicipality ente.ed into a repayment agreement with the cDB and MRCC lo pay for
lhe proporlional debt to cover the Land lnformation Maflagement System (Llf/S). system eslablished by MRCC with
the capacity lo maintaining cadastre and photos of all real property ol Puerto Rico The origrnat debl was 5222 307
to be paid during 10 yea6 plus a nn ual rnterest of 5.9596

The total amouot ol S 1 44,986 to be paid du ring fiscal year 2010,201 1 without interests corresponded to lhe Fiscal
Year 2007-2008 linal liq! idalion of property taxes.

Emolovees' Retircnent Svslem

The tolalamount of 5107,662 to be paid in lhe fulure lo the ERS as per monthly plan to be determined.

ConDenseted Absences

Jhis amount represents the estimaled accrued vacation benelits, accrued sick leave benefits and payrcll related
benelits, represenling lhe l,4unicipalily's commitment to fund such costs from future operations.

Following are lhe Other Long-Term Debts:

0ESCRmOt

Law Nllrter 42 MRCC

L I,1S I,IRCC

Lavv Nur&€r 146. I,IRCC

Soid v\b* Cisposal

TOTAL

BA.}{CE
JULYI,

80 114

zil718

119160

144 986

10023/

s 315/311

NEW

ISSUES

S

r0i562

313233

RMREMEXTS

a{0
ATJUSTMENTS

s 113 262)

(37 925)

(12 208)

(31875)

188237)

i201 368r

L_,,1,p1!z!)

AAIITCE

JUrrtE 30,

2010

s 659 497

42189

268.570

u285
144986

1At 6a2

212110C

1$i7142

AIqJffiS
ouEwtrHlli

OI{E YEIR

$ 14096

21 r12

12208

u 815

r20cm
i91- U4

AitOJNIS

OUE 

'FTMI.IEfi YEAR

s 645.401

144/7
2$ 52

49410

114 986

107 662

92 000

8i!4_o8

s 1 006535s r25 895 s 2 !89 /96
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- Co ito wEArnlor puERro Rtco

MuNtctpAltryoF LaREs. puERro Rlco
NOTES TO THE BASIC FI ANCIAL SIATEM€NTS

FoRTHE F,scAL YEAR E,{DED JuNE 30,2010

9. GENERAL LONG.TERM DEBTS (continualion)

D. Changes in Genetal Long-fem Debts

The foliowing is a summary of changes in longierm debts for the year ended June 30. 20j0

E. Debt Complience

There are a number of limitations and rcslrictions contained in the various bond indentures. The lrun]cipality
believes it is in compiiance with all signilicanl limitations and restrictions.

The aflnual requirements to amortize lhe general long-term debts outstanding as of June 30, 2010 are as follows
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2 !39 r9t

-l-r:i:: s : 93r5l ! !4qlli

S@al Obligrion Bon& 0th6 Long-TEm Ouigr,o6

YEAR EIIONG PRIIICIPAI IMEREST PRIIICIPAT IMEREST P&{CIPAT II{TEREST IOTI!
.i] EN PAYiEI{T PAYiEM PAYE{T PAYIIBIT PAYIIEI{T PAYiE{I PRIiICIPAT II{IENEST

zil $ 1$cm s 110cr{ s r95m s 1?1812 S 1ffi.535 S

n12 519(m 1&lE1 Zom 1t854 10{80{0

2013 & m 149 975 b.W ,/J2 42660

n14 289m 128.7fi 60m n.M ?132
2!15 S.m 913i5 75m 8,442 Lt$

n1620,! 6QC0 261313 495m 2$.263 1&416

lulztb 145m 15625 495c(tr $0S trA{:A
m2(m 26@ ;! li5 r25m /!l0 i.4174

20312035 lc6m i5r5 401$6

a 525 $ 1Al $5 S S.361

fi2li 1m_w $1542
5€.&5 5$660 156@
52 19 $8 rI m_724

1l$8 4141$ 210,186

22413 15T6416 i46 5E
144n W02i S 138

9l1m 5S1374 1,-4iU4

141115 15965 2163

I X 0.m t 11s,lr] I 2I?0m I &15675 t 119631 I B.rA ! &4,4.31 I 2781.8$
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MUNrcIPALIIY oF LAR€S. PU€RTo RIco

NOTES IO THE BASIC FIIIAIICIAI STATEMEIiTS

FoR THE FrscaL YEAR E,{DED JuNE 30, 2010

10. DEBT RETIREMENT

Revenues ofthe debt service lund consrsts otthe ad-varorem propedy rares whrch are ecognized as revenue when
col,ecled from tarpayers and reporred by rhe r\run icipar Reven ue colection centerofthe c;mmonwearth or puedo
Rico to the l\/lunicipality (See Note 111

Tlr:s9.eroqerty tares are accumulated by the Munacipal Revenle Collection Center in costs ol the generat
obligations bonds issued by the t4unicipality (See Note 9). payments arc made to the Government Development
Bank of rhe commonwearth of puedo Rico from such accumulated funds by the r\runicipar Revenue co[;c on
Center of Puerto Rico.

I', PROPERW IAXES

The [,,lunacipality is autho.ized byAct N0.81 to impose and collect property laxes from any naturalor legalperson
that. at Janlary lsrol each carendar year: (1) rs engaged in trade or business and is the owner of pelso;aror rear
prcperty used in lrade or business. or (2)owns residential reat property wilh a value in excess of 915.000 (at 1957
market price)

The ltlRcC is responsible forlhe assessment of all real and personal properry localed wilhin the Municipalityand for
the levy adminislration and collection ofthe corresponding tax conlribution.

The personal property tax is serl assessed by rhe raxpayeron a relurn, which is ro be fled and paid in fulrby r\,4ay 15
of each year with the MRcc and based on currenl values as of December 3 i ol previous year Rear property r;x is
assessed by the MRcc on each piece ofrealeslate and on each building orresidence. The property tax contribution
is levied each year over the appraised value of the real property at the beg inn ing of the calendar year The rea I

property assessmenl is based on the current value existitg in the year j957.

The lt Rcc is responsibre forthe biling of realproperty laxes and coflections or borh, personaland rear property
iaxes o0 behalf of all the mu nicipaliries of Puedo Rico. prior to the begin ning of each fscal year the l\,4Rcc informs
the l\runrcrpality of the eslimated amounl of property taxes expected to be collecled for the ensuing liscal year.
Throughoutthe year. the irRcc advances iundsto the fulunicipality based on the indialestimated collections. The
l\y'RCC is requrred by law to prepare a sefllemenl statementon a liscalyear basis. whercby a comparison rs made
between lhe amounts advanced to the Municipalityand amounts aclua lly collected from taxpaye,s Th6 settement
has to be cornpleled on a preliminary basis not taterthan lhree monlhs after ilscalyeaFend, and a finalsettlement
made not laterthan six months afte.year-end lf lhe l\4Rcc remits lo the [,lunicrparity property taxes advances, which
are less thafl the lax actually collecled, a receivable rrom the l!4Rcc rs recorded atJune 30. However. rf advances
exceed the amou.t actually collected. a bofiowing from IVRCC is recorded at June 30. Due to the fact thal
collections of prcperty tax are applied to lhe advances ofproperty tax paid by the l!,{uficipality Revenue colleclion
Cenler. the amodzaion ofthe advance ate.d ofyear was not available due to that is tn process olveflficatron by
externalauditors

The rax rare for fiscalyear 2010 is 10.289'" for rcalproperty and 8 28% for personal property ofwhich i 03% ofboth
are for the redemplion of public debt issued by Ihe Commonwealth of puerto Rico and g 2iok and 7 2'ak.
rcspeclively, belongsto the l\rufiicrpality The commonwealth ofpuerto Rico also contributes an annualtax rate of
0 20% ol lhe property lax collecled The remaining percentage is dislriblted as follows: (a) 6 000/0 and 4.000/0
respectively represents the l\runicipality's basic lar rate that is appropriated for general purposes and therefore
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Cor oNwEALrH oF PurRro Rrco

MUilIcIPALTrY oF LARES, PUERTo RIco

NOTES TO IHE BASIC FIIIAXCIAL STATEITEIITS

FoR IHE FISCAL YEAR ENDEo JUNE 30, 201l)

11. PROPERTY TAXES (continuation)

accounted forthrough the generallund. A podion oi such amounl is deposrted in an eqlalization fund togelherwilh a
percenlage ollhe net revenues olthe Puerto Rico electronic lottery and a subsidyirom the Common[€alth of Puerto

Rico The remarning portion belongrng to the [,4unrcipalty ol 3 259i, represents the ad-valorem property laxes
withheld by ihe [4RCC and resl cled fordebt servce. which is accounted lor throlgh the debt service fund (See

Nole 10). The Municipality has reached the maximum statulory lax rate lrmil for the basic tax while ihere is no

limilation for the ad-valorem lax mle

The Commonwealth ofPuedo Rico grants complele realprcperty tax exoneration on the first S 15.000 has assessed

valuation on resdenlial unils occupied by their owners For such exempted amounls the Puerto Rico Treasury

Department ass!mes payment oflhe basic tax to lhe ll,,lunEipality. ercept lor residentral un its assessed al less ihan

S 3,500 on which a complete exemption 6 g ranted As part ol Law No 83 of Aug ust 30, 1991. as amended, the

exempt amountlo be paid by lhe Puerto Rico Treasury Departmentlo lhe l!4unicipality was frozen as olJanuary 1,

1992

ln addilDn,lhe lawgranls a complete exemptron from personal property taxes up to an assessmentvalue of$50,000
to retailers with an annual net sales volume of less than $150,000. The [rtRCC advances to lhe l,,lunrcipality on

monthly paymenls, 100% of the contnbulion assessed over property fo. each llscal year. ln accordance to Law.

these advanc€s will be conlribuljons by the [rlRCC from tarpayers. The MRCC periodically informs to the

l\.40nicipality lhe amounts collected from taxpayers aod applied to oulstanding advances.

The l\,,lunicipality records as revenlie rn the generalfund the propedy tax cont.ibution when received from monthly

advances from MRCC. Due to the fact that collections of property tax are applied to the advances of property lax
paid by the [4RCC. the amorlizalioo of the advance al end of year was nol available due lo that is in process of
verlficalion by external audilors.

VOLUME OF BUSINESS TAXES

The volume of business laxes is levied each year based o0 the prior years gross revenues lor allcommercial and

rnd ! skial orgarization s doing business l0 the l\y'unoipality and which are nol tolally or partially exemptfrom this lar
under the lndustrial lncentives Acts ofthe Commonwealth of Puerlo Rico This rs a self-assessed tar based on the

business volume in gross sa les as shown n the lax return that is d ue live working days afler April 1 5 of each year.

Entities wilh sales volume of g3 million or more must nclude audited financial statemenls toqether with the tax

return Duing the liscalyear ended June 30. 2010, the tax rates were as follows:

a 1 50% lor linancral institutions and savings and loan associations

b All other organizations as per lhe lollowing scale

12.

i S0 01 $5,000 Exempt

ii. ss.001 - s8 334 - s25 00
r . s8.335,5100,000,.3%
,v s100.000 - s200,000 - 4olo

v ln excess of $200.000 - 5%
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Co{iro,&!EALTH oF PuERro Rtco

MU ICIPALTTYoF LARES. PUERTo RIco

NOTES IO THE EASIC FINAT{CIAL STA]EMEI.ITS

FoRTHE FrscAL YEAR ENoED JUNE 30.2010

12. VOLUME OF BUSINESS TAXES (continuation)

Taxes are payable in two eqlai semr'annual in stallments on July 1 and January 1 follor,ring the date of levy lf they

are paid wilh declarction on or before lhe dle dale. the taxpayer is granted a 596 of discount. The volume of

business tax receivable represents llled lax relurns that were u0collected as ofJune 30. 2010. Colleclions oftaxes

during current llscal year coresponding ol the tar retum based on lhe p or year gross sales are applicable to the

next liscal year and recoded as deferred revenues in the Gercral Fund.

SALES AND USAGE TAXES

1\,4unicipality imposes a Sales and Usaqe Taxes of I 5o/o (i 09/o collecled and belong to the l'.'lunicipality and 0 5"/"

collected by the Ple,lo Rico Secretary ofthe Trcasury)on the sales price ofa taxable ilem oron lhe purchase pnce

ofallusage, slorage orconslrmption ofa taxable ilem. Allmerchants requircd to collect the Sales and Usage Taxes.

are required to file a monthly Sales and Use-fax Return Form. no later than the 10" ol the following monlh from lhe

monlh being reported. The Acl also provides for rcsticlions on lhe useofthe resources (including lhe 0.59'0 collecled

by lhe Puerto Rico Secrelary ol Treasury) to be lnvesled in solid waste and lecycling programs, capilal

rrnprovements and heallh and public safely cosls

The amounl collected by the Puerto Rico Secretary of Trcasury will be deposited in accounts or special funds in

GD8. subject lo reslriclions imposed aod disl buted as followsl

a. 0 2% will be deposited in a 'Municipal oevelopment Fund" to finance cosls as restri.ted by the Act;

b.020/owillbedepositedira'irunicipalRedemptionFund'tofnanceloanstomunicipalitiessubiecttorestriclions
imposed by lhe Act; and

c.01"/owillbedepositedina"l/unicipallmprovementFund'tofiflancecapitalimprovementprojectsThesefunds
will be distrlbuted based o0 legislation lrom the Commonwealth s Legislature.

Sales lax receivable represents filed sales lax relurns lhat were collecled subsequenl to June 30. 2010 bul

pertaining to the cu(ent year period.

CONSTRUCTION EXCISETAXES

l\4unicipality imposes and collects munictpal conslruction excise taxes to most natural and legal persons and any

govern mental in strumentality thatcarry out aclivities related to construction expansion. maior repairs, relocations.

alteElions and othertypes of permanenl rmprovements lo residential commercialand industriaibuildings, and any

structures wfihin the tenitorialarea ofthe Municipality

The tax is also applicable to rnfraslruclure prclects. the installation ofmachinery. equrpment cable TV. commerc6l

anlennas and llxtures and other types oI conslrucllon-related activities.

The construction excise tax generally is a self-assessed tax imposed over lhe cost of lhe proiect, nel of certain

exemptions such as lhe cosls associated with the acquisiion ofland. exisling buildings and improvements. projecl

design and olher engineering fees,licenses and permits, consulting and legalfees The tax is paid bythetaxpayer

betore the beginning olthe construction proiecl.

46

ORTIZ. RIVERA. RIVERA & CO,

Suiblil PO Bo\ 701il). Sin Jurn PR {)()916-llilr.Phoncr787r7i6Nill Fr\r?$?rl?1-l)561

13.

14.



Co o{wEALrHoFPrrtRroRrco

MUiICIPAUTY oF LARES. PUERTo RIco

16.

CONSTRUCIIOiI EXCISE TAXES {continuation)

The activities covers by this tax and the exemption granted are as lollowsi

a Breaking of streets. roads and/or sidewalk (including asphall - 920 00 per occurrcnce.

b All rcsidenlial construclion prolects made by homeowners - 95.00 pereach S1.000 orfraclion ln excess ol
510,000. Residenlral construclion projects lor rent - Sjo 00 pe. each 51.000 and $5.00 per fraclion of
$r 000.

c. Allconslruction projects carried ollt by Non-for-prolil o.ganization have fullexemption to the consrruction
ercise taxes. lfthe conslructed prolects are sold du ring the lirst s-years lhe original organ ization would pay
4olo of the total construction costs.

d Cable Jine (TV, lelephone etc.)- $0 10 per tine feei.

e Fences and scaflold ing - $3.00 pe I line meter u p to I0 meter for the lirst 4 months Each additionalmeler
would pay $1 50. Fo. period exceeding 4 months woutd pay lhe same laxes.

INTERGOVERNMENIAL REVEI,IUES

lntercovernmenlal rcvenues consist primarily of funds received from the Commonwealth of plerto Rico, 
,,in 

lieu of
lax paymenls from lhe Ouasi-public Corporation, puerto Rico Eteclric power Authonty, aod federal financial
asslslance received from federal governmenl.

Grantsand s! bsidies eceived from the Commonweallh of Puerto Rico and lederal agencies include, among othels,
a general subsidy for u 6a0 development and capital imprcvemenls. lntergovemmental reven ues are accounted for
through the GefleralFund excepl for those djreclly related to urban development and capital amprovements, which
are accounted for th.ough the special Revenue and the capital Project Fuods Federal Financial Assista0ce is
.ecorded in lhe Special Relenue Fuod

PENSION PLAN

Descriplion of the Plan

Employees ol the l\runicipality particlpale in the Employee s Retirement System ofthe Government of puerto Rico
and its lnstrumentahties (ERS). The ERS is coslsharing mu ltiple,employer defined benelltpenston plan sponsored
by the Govemment under lhe Act No 447. approved on l\ray j5. j951, as amended ERS covers all reqular
employees of the Government and ils inslrumentallles and of cerlain munrcipalil€s and components unils nol
covered by their own relirement systems.

Parlicipation is mandatory €xcept lor membeG olihe Legistature. Governmenl Secretaries Head ofAgencies and
Public lnslrumentalilies, Assistants lo the Govemor. the Comptrollerof the puerto Rico. Gube.natoriat Board and
Commillee appornlees and Experimental Service Statron employees ERS provrdes retrrement, death and disability
benerits. Disabillty retiernenl benelils are availableto members for occupational and non-occupational disabilities.
Retirement benelits depend upon age at reliremenl and numberofyears olcredited se ice. Beneiils vest afler ten
years of plan participation.

NoTEs Io THE BAsIc FIiAI{CIAL STATEMEIITS

FoRTHE FISCAL Y€AR ENDEo JUNE 30,20,IO

14.

15.
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Coil oNWEAUH oF PUERTo REo

MUIICIPALITYoF LARES. PUERIo RIco
NOIES To THE BAsIc FINATCIAL SIATEI,EIITS

FoR THE FISCAL YEAR ENDED JUNE 30, 20,I(l

16. PENSIOII PLAN (continuation)

Members v/ho have attained at least 55 years of age and have completed al least 25 yearc ofcreditable service or
membeG who have atrained at least 58 years of age and have completed at least i0 years ofcedrtable service are
entitled to an aflnual benerit, payable monlhiy for lrfe. The amount ofthe annuity shallbe 1.50i ofthe average salary.
as defined. multiplied by the number ol yea6 ofcreditable service up to 20 years. ptus 2olo ofthe average salary as
de,ined, mulliplied by the number ot years ofcredilable service in excess ol20 yeals. ln no case willthe annuity b€
less than 5200 per monlh.

Parlicipants who have completed at leasl 30 years ol creditable seraice arc enli ed to receive the l\,4edt Anfluity
Pa cipants who have not anained 55 years ol age will receNe up lo a marimum 01 6596 of lhe average salary, as
defined, or rf they have attained 55 years oi age will receive up to a maximum of 7596 of the average salary, as
defrned Disabitity reli.emenl benefits are available to members for occupational disability up to a maximum benel5t of
5096 of the average salary, as delined However, for non occupational disability a member must have at leasl 1 0
yearc of creditable services.

The cont.ibution requrremenls lor both employees and employers are established by law and arc not acluarially
determined. Employees are req!ired to conlribute 5.775% forthe first $550 of monthty salary plus I2750/0 for the
excess of this amount, or on the allemalNe. 8.2750lo oI therr monthly gross salary The Municipality is required by Act
No. 447 to cont bute 9.2750lo of its employees gross salaries.

Act No. 1 of 1990 made cerlatn amendmenls applicable to new participantsjoining the ERS effective April 1, 1990.
These changes consist principally ofthe eslablishment o[contribulions at 8.2759; oftheir monthly grcss salary, an
ncrease in the reliremenl age to 65, a decrease in the annuity benefil to 1 5olo of lhe average salary, as derlned, lor

all yeaE of credita ble services, a decrease in the maximum disabilily, and death beneits annuiies frcm 50% to 40olo

of average salary as defined, and lhe elimination of the [.,lerit Ann uity for participants who h ave completed 30 yea.s
ofcreditable seNrces.

Law Number 305 was enacted on Seplember 24 1999, amended the Acl Number 447 lor the purpose of
eslablishing a new program {System 2000). System 2000 became effective on January 1.2000. Employees
participating in lhe c!(ent system lERS)as ofDecember 3l 1999, may eleci either to stay in the dellned-benefil
plan or transfer to lhe new program Persons joining lhe govern ment on o r affe. Jan uary 1 2000 w[ oflly be allowed
to become members of System 2000

Syslem 2000 is a hybrid defined contrbution plan also known as acash balance plan Under th is new plan there will
be a poolof pensDn assets. which willbe invested by lhe System. together with those ofthe current delined-benefit
plan. Benellts al retiremenl age will nol be gua Gnteed by the Govem ment The an nu ity will be based oo a formula
which assumes lhat each year the employees' conlibllion (wilh a minlm!m ot 8.275% up to a maximum of 1094)of
therr monthly salary and will be nvested in an account wh ch wll efiher 1a ) earn a lixed rale based on the two-yea r
Conslant iratu rily Treasury Nole or (b) earn a late equal 1o 75% of the relurn of the System's nvestment portfolo
(net of managemenl fees) or lc) earn a combrnation of bolh alternalives Parlictpanls receive periodic account
slalemenls sirnrlar lo ihose oldellned conlribllon pians showing the r accrued balances Disability pensoos are not
being granted !nder System 2000 The employers contributions (9 275% ofthe employees' satary) will be used to
fund lhe current plan

48
ORTIZ, RIVERA. RIVERA & CO,

suirel5l.mB i0l50.SmJuan.PR.009167150.Phorcr787r7i685t{ Fari787rti.r056r



CoMroNwEALrH oF PUERTo REo

MUNICIPALIIY oF LARES, PU€RTo RIco

Municipality
Employees:

Hired on or before l\,4arch 31. 1990

Hired on or afterApril 1,1990

NOTES TOTHE BASIC FINAIIcTAL STATEMENTS

FoRTHE FrscAr YEAR EIDEDJUNE 30.2010

9 275% of g.oss salary

5 775% ofgross salary up to $6,600

8.275"/0 o{gross salary over $6.600
I275% ofgross salary

'16. PENSION PLAN (continuation)

lf at trme ol retrement accumulated benefits amou0t to $10.000 or less may elect lo receive a lump sum distnbulion
up to the accumulated benelils Under the new program the relirement aqe is reduced from 65 to 60 for those

employees who loined the current plan on or afler Ap0l 1, 1990

Funding Policy

The authority under whlch the lunding policy and the obligations to contribute to lhe ERS and System 2000 bylhe
plans' members. employers and othercontribuilng entities (stale of rn! nicipal co.rtnbutions), are established or may

be amended by law

Contribulion requirements are eslablished by law and are as follows:

Annual Contibution

Tolalemployee contributions to lhe above-mentioned plans during the year ended J!ne 30, 2010, 2009 and 2008

amounted to approximately $993,082. The i,tunicipality s conl butions

du ng lhose years are recognized as iolal pension

expeoditures/expenses ifl the category of administration as follow:

These amounts represenled the 1000/" ofthe requrred contdbution Ior the

coffesponding year Additionally, changes made in the lypes and

amourls ol benefits offered by speclal laws and costs of living adjuslments, led to a one{ime recommended
conlribution to tund the reiroaclive adjustmeni rclaled to the changes

The Employee s Retirement System ofthe Governmentof Puerlo Rico provides addilionai infomation ofthe ERS

and System 2000. They issue a publicly available llnancial report lhat includes linancial statements and required

supplemenlary information lor ERS as a compo nenl unit oI the Govem ment. That report may be obtained by writing

to the Administralion at PO Box 42003. L4inillas Station San Juan PR 00940-2003.

17, CONTINGENCIES

A. CLAIIIS AND JUDGMENTS

The l\,4uniopaliiy rs atpresenl. a defendaotrn a number of legal malters lhat anse from alleged rmproper application

ol pohcies and neglgence in lhe ordinary course ofthe l!.4unicipality s activities The legal cou nsel of the Municipality

has advised thal al lhis stage in the proceedings of laws!its he cannotofler an opinion as to the probable oulcome
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- CotroNwlAtrH or PuEiro Rrco

MUIICIPALITYoF LARES, PUERTO RICO

NOTES TO THE BASIC FINAIICAL STATEI'IEIITS

FoR THE FTSCALYEAR ENoED Jut{€ 30,2010

17. cONTINGENCIES {conlinuation)

ln addition, the [runrcipality rs a defendant or co-defendanl in several legal proceedi.gs. which are ifl discovery

stage. Certain ofthese claims are covered by insurance. Legal cou nsel with the islorrnation curently available can

nol determine the llnal outcome ol lhese claims Accoding,y, the financial statements do not include adjuslment, if

any, thatcould rcsultfrom theresolution ofthis legal proceeding. However, ilhasbeen the lrunicipal*y s expenence

that such actions are settled lor amouots substantially less than the claimed amounls

8. FEDERAI. GR,/I IS

ln the nomalcourse ofoperations, the l,runicipality receives grants frcm various Federaland State agencies The

grant programs are subjecl to audit by agents olthe granting althorlty, the pu.pose ofwhich is to ensure complianc€

with conditions precedent to lhe graniing 0llunds. Any liabilatyfor reimbuFement which may arise as the Esultof
these audils is not believed to be maierial.

18. COMMITMEXTS

A. Constuction

The Municipality had commrtments at June 30, 2010 of approximately $2.2 million for the construclion,

improvements, or renovation of several mu nicipal facilities.

B. Olher Connitnants

Ai June 30, 2010, the gercral fund had a deficit of $4.907.054 which will be covered with future budgetary

apprcpiations of the generalfund

19. NET ASSETS/FUND BALANCES RESTATEMENIS

A. lvel Assels Restalenents

During the year the Muflicipality adiusted the govern mental net assels for un recog nized revenues and expenses,

and capital assets. The foliowing schedule reconciles the June 30. 2009 Net Assels. as previously repo(ed to

Beginning Net Assets, as restaied July 1, 2009, fo. Govemmenlal Activities.

NetAsseb. as Prevbusly Reporbd AlJune 30 2009

To correcl Cash AccounlBalances 0 Sbb AssqnrEnl Fund

To adiustLonq Term oebl

To correcl Caplbl Asseb

Begmnmg NetAsseB. as Re*bd AIJlly 1 2009

NEI ASS ETS

s 8 607 266

(100 000)

75 025

192 910

s 9 075 201
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- CorxoxwcalTH oF puERTo Rlco

MUIIICIPAI.ITY oF LARES, PUERTo RIco
NO]ES TOTHE BASIC FITIAXCIAL STATEI'E}ITS

FoR TH€ FISCAL YIAR ENDEo JUNE 30, 201O

19. NET ASSETS/FUND BALANCES RESTATEMETiTS (continuation)

B. Fund Balances Restetements

Tire following reconciles the June 30. 2009 F!nd Balance as previousiy rcported to Beginning Fund galance. as
restated July 1. 2009 for the various lunds:

STAII
GEIIERA ASSIGNIiENIS

FUND FUNO

S L5t!9.l,itr S ir1809l

:0i 662

OIHER

COVERI{UE'{TAL

rUNDS

s 3 68/ 025

(1193.335)

OEBI

s!RvtcE
FUNO

F und Eahice (Celo0 as Pievbusry Reporcn
AlJune30.2009

Relas:qftabn ot 0e$ b ReteiEnt Sysbm as Long Term

Reclaset ron ol Malor Fund

TomrreclCash Lcou Balances n Sbt Assign@nl Fund

8€ginnng Fund Bahnce as RsEld ArJut I 2009

1 193315
(100 000)

s (5.501I03)'S 6.018091 s r193335 S 2493590
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COMI'ONWEALTH OF PUEMO NICO

MUNICIPALITY OF LANES, PUEBTO RICO

BE0UIBE0 SUPPLET!ENTARY INF0BMATI0N

BUDGEIARY COIiIPAAISON SCIIEDULE - GENEBAL FUNO

FON THE FISCAL YEAN ENOED JU}IE 30, 2O1{)

BudqetAmounl3 (BudgelaryEasis) Variancewilh
(See f,lote A) Final Eudqetoriqinal

s (5,899,9901

1.968,848

r.023,024

5.745.228

r.076.048

215.5,00

1,773.151

r 968,848

r 023,024

5,751,280

r 076,048

875,513

215,500

1,773,151

2.0*.24n
829.703

6.043,702

696,469

196,765

206,495

607,132

4,735,508

86.392

(r93,321)

292,42
(379 579)

(678,748)

(9 005)
(1 I66,019)

(2,047,858)

(2,047,858)

114,m4
225,550

244.X2
418 432

149 667

155.262

182130
(84.556)

7,242

2,701

r 98,S20

Final

BUDGEIABY FUND EALANCE, JULY I.1M9

Resoulces (lnllows):

Volume ol gugness Taxes

lnlergcvsmmenlal Fevenues

Sales and Usags Taxos

Bent

Tolal Resources (ln,lows)

Amounh Available br Appropialiofl

Charg€s lo Appropnalrons (oufiiows):

Mayor and Municipal Legislalur€

GenelalGovemment
Public Salely

Cullul€ and RecrealDn

Heallh and San{alion

Hu.nen Se0ices and Wellara

Solid Wasled Disposal

Ulban oevelopmenl

Capitaloulays
Transier to 01ier FLrnds

Total Charqes lo Appropnahons

BUDGEIABY FTJNO EALANCE JUNE 30. M1O

s {5,899,996) S (s,8s0,998) S

12,681312 12.683.364

6,781,314

739,368

3.990,149

1252,257

2,692,581

759.794

1 422,196

853.726

438,000

20.000

42,000

695.968

4,0r9,705
r r70,806

2,880,m3
779,814

1332,610

773,804

500 000

57,r00

39 300

581.364

3.794.155

922,444

2,462,471

630.147

1.177.U8

591.674

584.556

49,858

36,s99

2U,434471.241 133 354

12.6813r2 12 683 364

s (5,899,998)

r 1 065.050 1.618.314

s (6.32e,s42) !._____199,!9

See accompanying Notes io Required Supplementary lnlomalion.
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CO ONWEALTH OF PUERTO RICO

MUNICIPALIW OF LARES, PUERTO RICO

BUOGETARY COMPARISON SCHEOULE. GENERAL FUNO

NOTES TO REOUIRED SUPPLEMENTARY INFORMATION

FOR TIIE FISCAT YEAR ETIDEDJU}/E 30,201O

NoTEA Exph n.tion of Difl.r.nc6 Eelv/?en Eudg€t ry lntlow! and Outflow! and cAAp Revenu* a nd Er pendilu r€3

Source!/lnfl ox/t of Ralourcea:

ActualAmounts (Budgelary Basis)'Avadable lor App.opr arion'lom the
Budgelary Comparison Schedule

Dilference - Budger io GAAPI

The Fund Ealance atthe Beginning olYe isa budqerary resource butis nola
CunenlYear Revenue tor tinanoal reporljng purposes

s 4 735508

5 899 998

TolalRevenues as Reporled on tu Statement o, covemmenlal Funds Revenues
Exp€irdilures and Chanqesin Flrnd Ealance 5 10.635.506

U3.3/Outfl owi ot R6ourcet:

Aclual Amou'rts (8udgetary Basis) 'Tolal Charqes to Appropriation' from lhe
Budgelary Comparison Schedule S 11 065.050

Diferenc€ BudgeltoGMP

Encumbrances lorslpp ies and equipmenl ordered but not receiv€d ar€ reported
in lhe yea. h€ oder ls placed for budgelary reporling purposes Q51?28)

Paymenls olencumbrances of prior year hal are erp€nditures lor fin a ncial €portjng
purposes blt are not ootfows Ior budgetary purposes 168.063

Translers lo olher funds are outllows of budgelary resources but are not
expenditures Ior linanclal €podi'rg purposes e34 43/)

TotalExpendtrres as Reported on the Stalement oi GovernmentalFunds Revenues.

Expendilures and Changes in Fund Balance S 10.740.951

NOTE B Expl.nation ofDitlercnce! 8€tueen Budgetary Fund &lanc! and GAAPFund arhnce

EudgelaryFund Balance June 30 2010

Cancellaton ol Pror Year Encumbrances

Transler lrom SIate Assgnments Flnd
Chanqe n Encumbrances

Unrese.ved Fund Balance June 30 2010

s (6 329.542)

56418
/8 851

934.528

8S 665

See accompanyrng Notes to Requrred Supplemenlary lnformaton
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COMMONWEALTH OF PUERTO RICO

MUi{ICIPALITY OF LARES, PUERTO RICO

SCHEDULE OF EXPENOITURES OF FEOEML AWARDS

FORTHE FISCAL YEAR ENDEO JUNE 30,2O1O

4..: . .!l

Lr S Deparlnerl oi Hous ng and l,rban Deveopneflt:

S€ctcn 8 Housrng Choice Vouche6

Pass.Through Stare - ollice ol lhe

Comm ssioner ol Mun crpalAflans.

Slrre Block Granl Proqram (SBGP)

ARRA - Homeessness Prevenllon and Rapd Re fous ng

r4 228 01 FD 3/
a2 FC 3i
02 AB.3/
0t FC 37

03.FC-3i
03 AB 37

t4.FC 37

04"A8.37
05 AB 37

06.FC 37

06 AB.37

07 FC 37

0/ AB 37

t8-FC 37

08 AB 37

09.A8 37

09 FC 37

s 063

3.348

r0.268

41,118

8.931

14,365

33 749

12972
6 860

3 963

40 604

52023
383S47

53 690
117,546

29 264

821747

3.465

1.0i8.091

$r,o7qggl

Prciram 14 r5i

ra jS -pr__pnro L .( 9do'.14.D-.".t."a'

TOTAL EIPE}IDITURES OF FEDERAL AWAR0S,,,.,,,,,,,,,,,, ,,, ,,

See accompanying Noles lo Requircd Supplemenlary lnformalion
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COiIMONWEATTH OF PUENTO BICO
II4UNICIPALITY OF LARES, PUERTO RICO

NOTES IO SCHEDULE OF EXPENDITURES OF FEDERAL AWANDS

FON THE FISCAL YEAR ENDEO JUNE 30.2OIO

1. EASIS OF PBESENTATION

The accompanying schedure of Expenditures or Federal A,nards {the schedure) incrudes rhe rederar granr activities0l lhe Municipatity of Larcs, puerto Rico (fitunicip€liry). fr,e ,nto,ritio,i L irri, Sr'n-.ir,. rs presenled in
acco.dance with ihe requirements ot Oflice ol Managemeni aod Budget (OMBICiicufai l-fil, ,luO,fs of Srafes,L&alGovennents. and Non-tuotit Onanzetons. iecause lhe Sche"dute pre;;nts oniT a seiecteo ponron ot theoperalionsot Municipality. t,s nol inte;ded to and doesnot present the frnanciat pos,tron. orchange tn nel assets
ol the Municipality.

Iherelore, some amounts presenled in lhis Schedule may difler hom amounts presented in, o. used in thepreparation o,,lhe basic fi,anciat statements. The Municipatity reporting enrity is OefinJ, il-ae (r )(n)ome Oasiclinanciar sratemenrs A[ iederar linanciar awards receireci oi,eilty'trom ieoe,i agenifls weiias reoerarfinanciar
awards passedihrough other governe,tt agencJes are included on the Scheduie.

SUMMABY OF SIGNIFICANT ACCOUNTING POLICIES

A. Expendilures repoded on the schedule are repoded on lhe modilied accrual basis ol accounring. such

:lflly:r^:l:1.:99:111rolov,ins rhe cosr pdncipres conrained in oMB cir;ut;ii.ai,cut principtesror
nQte anq LEatGovenmerl wherein cedain types ol expendilures are not allowable or are limiled as loreimbursement.

B. Negative amounts. if any, shown on the schedule represent adiuslments or credits made in lhe normal course
0l business to amounls reported as expenditures in pior years.

C. Pass.thtough enlity identilying numbeE are presenied where available.

FEOERAL CFDA NUMBER

-rhe 
cFoA numbersincruded in rhis schedu re are derermined basedon theprogram name, review otgranlcontract

in,omalion and the oltice ot Management and Budgets Catalogue ot Fed;rat'Dor.it. err,ri."."

RELATIONSHIP TO FEDERAL FINANCIAL REPORTS

Expendrtures ol lede/at awards are reported rn Ihe Municipaliiy,s Slalement ol Revenues, Expenditures andChanges rn Fund Balances- Govemmentat F!nd as fo o\ rs:'SB6p -S821,r07 ino Ott ei Oii,rrenrar rrnos
s256.384.
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Ortiz, Rivera. Rivera & Co
Cerl lied PUO ic Accountants and Busjiess Adtrsors

CP1 O.lriJ. Lui\ontr Cabrm
CP1 ll.nd AnroN Rnqa Zriilga

Amenmn lNilxlt of Cdined

Pucno R& B.rd or (mified

INOEPENOENT AUDIIORS' REPORT ON INTERNAL CONTFOL OVER FINANCIAL REPORTING ANO

ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS

PERFORMEO IN ACCOROANCE WITH GOVERNMENT AUDITING STANDABDS

lo the Honorable Mayor

and Municipal Legislature

lvlunicipality ol Lares

Lares, Puerto Rico

We have audited the financial stalements ol lhe governmenlal aclivities, each major lund and the agglegate
remaining lund inlormation of the Llunicipality of Lares as ot and for the year ended June 30, 2010, which

collective ly com prise the M unicipality ol Lares' basic financial statements, and have issued our report thereon

dated November 23,2010. We conducted our audil in accordance with auditing standads gene rally accepled

in the Uniled Slates ol America and the standards applicable to financial audits conlained in Governnenl

Auditing Standards, issued by the Comptroller General of the Uniled Slales.

lnlernal Control over Financial Beoortrn0

ln planning and perlorming our audit, we considered Municipalities" internal control ove r financial reporting a

basis lor designing our auditing procedures for the purpose ol expressing our opinion on lhe linancial

slatements, but not lorthe purpose of expressing an opinion onlhe eflectiveness oflhe Municipalities" internal

control over linancial reporting. Accordingly, we do nol express an opinion on the el,ectiveness of lhe

[,4unicipalities' nlernal conkol overlinancial reporting.

0ur consideralion oi internal control over financial reporling was lor the limiled purpose described in lhe
preceding paragraph and would not necessarily identity all deliciencies n inlernal control over financial

reporting that might be signllicant deliciencies or malerial weaknesses. However, as discussed below, we

identfied certain deiiciencies in internal control over linancial reporting thal we consider to be signilicant

dellciencies.

A deliciency n interna I conlrol exists when the des ign or ope ration of a conlrol does nol allow man agemenl or

employees, in lhe normalcourse olperforming their assigned tunctions, lo prevent or delect mlsslalements on

a timely basis. A material weakness is a conlroldeficiency. or cornbination o, control delicienOes in nternal

conlrol, such lhat adversely aifecls the [,4unicipality's ability to nitiate, authorize, Iecord, process, or report

lhere is a reasonable possibjlity lhal a malerial misstatements ol lhe entily's linancialstatemenls will not be

prevent, or detecled and corrected on a timely basis. We consider the deficiencies described in lhe



accompanying schedule of findings and responses to be significant deficiencles in internal control over
financial reporting and include as ilems 10'A thru 10-8.

0ur consrderation of inlernalconlrolover financial reporting !,,/as for the lirniled purpose described in the firsl
paragraph of this seclion and would not necessanly identify all denclencies in intemalcontrol that might be

sign illcant deficiencies and accordingiy, would not necessarily disclose all sig n illcant deficiencies thalare also

considered lo be material weaknesses However, ofthe sign ificant deflciencies described above, weconsider

ilems 09-A and 09-B lo be material weaknesses

Compliance and Olher l.llalters

As part of oblaininq reasonable assurance aboul whelher the L/unicjpalily of Lares' Ilnancial statements are

free of material misstalement, we perlormed tests ofits compliance wilh certain provisions of laws, regulations,

conlracts and granl agreemenls, noncompliance wilh which could have a direct and material effect of lhe

determinalion of financial slatement amounts However, providing an opinion on compliance with those

provisions was not an objective of ou r aud ii and, according ly, we do n ot express such a n opin ion . The results

of our test disclosed no instances of noncompliance or olher mattels that are required to be reported under

Gove rn me nt Aud iling Sland ards

We noled cerlain olher malters that we reporled lo managemenl of Municipalily of Lares in a separale letler

dated November 23. 2010

l\4unicipalily's response lo the findlngs identifled in our audit are described in lhe accompanying schedule of

findings and responses. We did not audil l\4unicipalily's response and, accordingly we erpless no oprnion on

it

This report is inlended solely for the infomation and use of the management, Commissioner office of

lVunicipal Affairs, olhers within the enlity the federal awarding agencies and passihrough entilies and is nol

inlended to be and should not be used by anyone olher lhan lhese specified pa(ies.

San Juan, Puerto Rico

November 23, 2010
t%,,1*,/*'Z
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INOEPENDENT AUDITORS' REPORT ON COMPLIANCE WTH REQUIREMENTS
THAT COULO HAVE A DIRECT ANO MATEBIAL EFFECT ON EACH MAJOB PROGBAi'

AND ON INTEBNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR AN33

To the Honorable l\.,layor

and Municipal Legislature

I/unicipalily ol Lares

Lares. Puerto Rico

Comoliance

We have audited lhe compliance olMunicipalily oi Lares wilh the types olcompliance req uirements describ€d

ln the U. S. )ffhe of Managenenl and Eudget (OMB) Cicular A-133 Conpliance Supplenenl lhal arc
applicable lo each ol its maior lederal programs for the yearendedJune 30,2010. Municipalityol Lares'major
lederal programs are identilied in the summary of audito6' results section of the accompanying schedule ot

lindings and questioned costs. Compliance with lhe requiremenls ol laws, regulalions, contracls and grants

applicableloeachofitsmaiorfederalprogramsislheresponsibilityoii/unicipalityolLares'management.our
responsibility is to express and oplnion on Munlclpality o, Lares' compliance based on our audit.

We conducted ouraudil olcompliance in accordance with audiling standards generally accepted inlhe United

Slates ol America;the standards applicable to linancial audits containedin Governnenl Audiling Slandards,
issued by the Complroller General oi lhe United Stales; and OMB Circular A-133, Audls al SAbs, Local
Governmenls, and Non-Profil Organiations. Those slandards and 0[,l18 Circular A-133 require that we plan

and perform the audit to obtain reasonable assurance aboul whether noncompliance with the lypes ol
compliance requirements referred to above that could have a direcl and malerial etlect on a major lederal
program occu(ed. An audil includes examinlng, on a test basis, evidence about Municipalily of Lares'

compliance wilh lhose requirements and performing such olher procedures as we considered necessaryin the

circurnslances. We believe thal our audil provldes a reasoflable basis for our opinion. 0ur audil does nol
provide a legal delerminalion on i.4unicipalily oi Lares'compliance with those requiremenls.

ln ouropinion, l\,,lunicrpallty oi Lares complied,ln allmaterialrespecls, with lhe requirements referred toabove
thal are applicable to each ol ils maior lederal programs lorthe year ended June 30,2010. However, the

resulls of our audiling procedures disclosed instances ot noncompliance wlth those requirements which are

required to be reported ifl accordarce w th 0MB CircularA-133 and whlch are descibed in the accompanying

schedule ol lindings and questioned cosls as item 10'1.
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lnlernal Conlrol over ComDliance

The management of l\,4unicipality of Lares s responsible for eslablishing and maintaining effective internal

control over com pliance with the requrremenls oflaws, regulalions, contracls and grants applicable lo federal

programs. ln planning and performing our audit. we considered l!,4unicipality of Lares' inlernal conlrol over

compliance with requirernenls thatcould have a directand malerialellect on a major federal program in order

to determine our audiling procedures forlhe purpose of expressing ouropinion on compliance butnolfollhe
purpose ofexpressing an opinion on the effectiveness of in ternal con trol over com pliance Accordingly, we do

nol express an opinion on the effecliveness of lhe Municipality's inlernal control over compliance

A conlrol defrciency tn an enlity's nternal control over compliance exists when lhe design or operation of a

controldoes not allow management or employees in the nofinalcourse olperformlng theirasslgned functions,

to prevenl or detecl noncompliance wilh a type of compliance requiremenl of a fedelal program on a limely

basis. A signltrcart deflbiency is a conlrol deficiency, or combination of control deficiencles, that adversely

affects the enlity's ability to adminisler a federal program such that there is more than a remote likelihood that

noncompliance wilh a type ofcompliance requirementofa lederalprograrn thalis morethan inconsequenlial

will not be prevented or detecled by lhe entity's intemal control.

A material weakness is a sign ifican I deflciency, orcombination ol sig nilican I deficiencies, lhal results in more

than a remote likelihood lhal mateial noncompliance with a type of compliance lequrrement of a federal

program will not be prevented or detecled by ihe enlity's inlernal conlrol.

Our consideralion of internal control ovel compliance was for the limited purpose described in lhe first

paragraph of this section and would not necessarily identify all dellciencies in intemal conlrol lhat mighl be

significant deficiencies or material weaknesses. We did not idenlify any deflciencies rn inlemal conllol over

compliance lhat we consider t0 be material weaknesses, as defined above.

l\4unicipality's response to the flndings idenlified in our audit ale described in lhe accompanying schedule of

findinqs and questioned costs We did nol audit lt4unicipalily's response and, accordingly, we express no

opinion on it

This report is lnlended solely for the informatlon and use of lhe rnanagemenl, Commissioner otfice of

lvlunicipal Affairs. others within the enlity and the federal awarding agencies and passlhrough entities and is

not ntended to be and should nol be used by anyone other than these specified parties

San Juao Puerto Rico

November 23 2010
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COMMONWEALTH OF PI.,IERTO RICO

MUNICIPALITY OF LARES
SCHEDULE OF FINDINGS AND QUESTIOITIED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 201O

,I. 
SUMMARY OF AUDIT RESULTS

a. The auditors' reporl expresses an unqualified opjnion on the basic financial slatements ol lhe
[,4unicipalily of Lares

b. There were sig nrficant deliciencies on intern al controls over fin ancial reporting someofwhich
are considered malerial weaknesses.

c. No instances of noncompliance maleriallo lhe financial slatements of [,4unicipality of Lares were

disclosed during the audil.

d There were no significart deficiefcies on rnlemal conlrols over major programs

e. The auditois reporton compliance wilh requiremenls applicable to federalaward programs for

Municipality of Lares express an unqualified opinion.

f. There were audil flndings relaljve to lhe maior federal award programs for the Municipalily of
Lares.

g The p.ogram tested as major programs included:

State Block Grant Program - CFDA No. 14.228

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

i. l\,lunicipality ol Lares was delermined to be a high risk audilee

2. FINDINGS. FINANCIAL STATEMENTS AUDIT

10.A: General Fund Deficit

Condition

As of June 30, 2010 the l\,,lunicipality closed with an accumulated de,icit ol 4 9 million. This is the

sixlh conseculive year lhat the [/unicipality closed ils operaUons reporting a deficit.
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COMMOIiWEALTH OF PUERTO RICO

MUt'IICIPALITY OF LARES

scHEouLE 0F FtNDtNGS ANo 0UESTTONED CoSTS ICoNTTNUEDl
FOR THE FISCAL YEAR ENDED JUNE 30.2O1O

Criteria

Arlicle 7.011(a)ol Aulonomous lvtunicipalAct (Law 81 ol August 30, 1991), as amended, establishes

that municipalilies with deiicils at their closing dates must provide for sutlicient resources durlng the

next liscal year period in order to cover such delicit.

Seclion 3 ol the Revised Regulalion over Basic Standards for irunicipalilies ol Puerto Bico (The

Regulation) state s lhal specialcare must be provided lorthe estimalion ol luture revenues in orderto
avoid budgel appropriations in excess ol available resources.

Cause

The deficil is caused by the overestimation ol budgeted revenues and by lhe incurrence olobligations
withoul the proper consideralion of current and tuture available resources. The mayor and the

Finance Director did not follow adequate budgeling procedures.

Recommendation

The continuing deficil reported by the lUunicipality of Laresmay harm lhe basic governmental services

provided to ils citizens. We strongly recommend lhai lhe necessary measures are taken in order to

stop this lrend. The Municipality must work on increasing actual revenues and/or subslantially

reducing expenditures.

lGB: Estimaied Bevenue Shortlall

Condilion

As olJune 30,2010.lhe [,lunicipality did not rneet certain pro]ected revenues by sign i,icant amounls,

causing an increase in ils General Fund delicit (see Finding l0-A). The lollowing deficiencres were

noted based on our comparison oi budgeled revenues versus linal operating results:

a. For llcenses and permits, lhe Munrcipalrty failed to meel its expectations by S 678,748 a

78oi, budget shortlall.

b. For Miscellaneous revenues, the Municlpality lailed lo meet its expectalions by $1.166,019 a

66% budget shortfall.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LARES

ScHEDULE 0F FTNoTNGS ANo QUESTToNED CoSTS (CoNTTNUED)

FOR THE FISCAL YEAR ENOEO JUNE 30, 201O

c. For sales and usage taxes. lhe i.runicipalily farled to meel ils expeclations by $379,579, a 350/0

budget shortfall

d. For volume of business laxes. lheMunicrpalltyfalledtomeelilsexpectalionsby$193,321.a
19% budgel shortfall.

Crileria

Section 3 of the Revrsed Regulalion over Basic Standards for i\,4unicipalilies of Puerto Rico (The

Regulalion) slates that specialcare must be provided for lhe eslimalion of future revenues in order to

avoid budget appropriations in excess of available tesources.

Cause

The mayor and the Finance Director did not follow adequate budgeting procedures for establishing

reasonable eslimates.

Recommendation

The [,4unicipalily should revise and amend lhe budgel as current infomatton related to collections of

budgeted revenues became available.

3. FINDINGS AND QUESTIONED COSTS. MAJOR FEDERAL AWARD PROGMM AUDIT

a. SBGP.CFDA No. 14.228

. Condition '10-l

The [.4unic]pality'internal contlol over comp|ance wilh the cash mafagemenl

requirernents of the iederal proglam is 0oleffeclive since itis nol mrnimizing the time

elapsed between the receipt afd final disbursements of lunds
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LARES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDEO JUNE 30, 201O

Crileria

The 24CFR 85 20(b)(7) establishes thal the federal funds recipient shall adopl lhe

necessary policies and procedures to minimize lhe time between the receipt offunds and

the disbursemenls for expenditures.

Cause

The Municipality does not keep adequale cash forecasling procedures because lhe

[,llunicipality has requested and received federalfunds in excess of ils immediale needs

Effect

The conlinued occurrence of this condition may expose the l\''lunicipalily lo lhe

assessmenl of interesl cost lelaling to lheexcesscash on hand which would be paid from

local funds

Recommendation

The Municipality should modifythe cash forecasting process by establishing a system to

forecast the cash needs for the nexl tlve days, as established by federal legulalions

Federalfunds should only be requested when they are going to be disburced immediately

afler receipt, or within three (3) business days.

Questioned Cost

$ -0-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LARES

SCHEOULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 201O

urng the curent examinatlon, follow'upwas given lo the findings informed to lhe i4unicipalityin prior

years. lt was noled that correclive action has been laken, excepl for cerlain condilions that still exisl and

- require further action. These ale included in the accompanying Schedule of Prior Year Audits Findings and

_ Questioned Costs.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LARES

SCHEDULE OF STATUS OF PRIOR YEAR
AUDrT FTNDTNGS AND QUESfloNED COSTS (C0I'TTTNUED)

FOR THE FISCAL YEAR ENDEO JUNE 30, 201O

Prooram Findino/NoncomDliance Status

State Block Grant Condition 09.1

Program
CFDA No. 14.228 The il,,lunicipaiily' inlernal control over compliance with lhe Condilion still

cash management requirements ofthe federalprogram is nol conlinue
eflective since il is rot minimizing lhe time elapsed between

the receipt and finaldisbursemenls of funds.

State Block Grant Condition 09.2
Program
CFoA No. 14.228 The l\.4unicipality has deficiencies in lheexeculion of property Condition was

management procedures. During our test of real property corrected

and equipment management, we found that the Municipality

does nol perform a reconciliation of the physical invenlory

with the accounting records. ln addilion, equipment acquird
during the year is not properly labeled and identified.

State Block Grant Condition 081
Program
CFDA No. 14.228 The l,4unicipality' inlernal control over compliance with lhe Condition still

cash management requirements of the federal program is nol continue

effective srnce ilis not minimizing the time elapsed between

the receipt and finaldisbursemenls of funds.

State Block Grant Condition 08-2

Program
CFoANo.'14.228 The l\lunicipality hasdeficiencies in lhe execution ol property Condilion was

management procedures Dunng our lesl of real properly corrected

and equrpment management, we found lhat lhe [rlunicipalrty

does not perfom a reconciliation ol lhe physical rnventory

wlh lhe accounling records, ln addilion, equipmenlacqurred
during the year is not propedy labeled and identifled
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CORSECTIVE ACTIOIT PLAN

Novemb€r 23, 2010

Cognizant or oversqht Agency lo. Audrll

Mun opa hty ol Laies respectl! lly submils lhe lollowlog correclive aclion plan lq lhe year ended June 30 201 0

Name and addtess ol indspendenl public accounling tm: Onrz, Brvera, Rivera &Co', Suile 152, PO Bor

70250. San Juan, Puerlo Eico 00936'7250.

Audit period: Frscalyea. ended June 30,2010

The lindings liom the June 30. 2010 schedlle ol lindngs and queslioned cosls are discussed below. The

lindings are numbered consistenily wlh lhe numbers assEned n he schedule.

FINDINGS. FEOEBAL AWARO PNOGBAM AUDIIS, DEPA8TMEIIT OF HOUSING AND UREAI{

DEVELOPIIENT. STATE BLOCX GRATIT PFOGRAU, CfDA NO. 1{,228

Flndlng lGt: SBGP'CFDA No. 14.228

Seoonable Condrtion: See Condrlion l0'l

Becommendatron

TheMunrcipalilyshouldmodilylhecashlolecaslrnqprocessbyeslablrshrngasyslern.lo'orecaslthecash
needslorlhen; lue days. aseslablishedby lederal Iegulalions Fede ra l lunds should on ly be tequesled

when lhey are gomg to be dlsbursed immedralely alter receLpl, cr vYrlhrn lhree (3) buslness days

Acllon Taken

TheMunlcipahtyal.eadyestabllsheclploceduleslocooldlnaleelliclenllylhelequeslollundslnoltlello
dEbJIse mmedralely aller recerpl or'dtlhn lhree birsness days
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