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INDEPENOENT AUDITORS' REPORT

To the Honorable Mayor and
the Munlcipal Legislature
Municipality of Las piedras
Las Piedras, Puerto Rico

We.have audited the accompanying financial statements of the governmentat activities,
each major fund, and the aggregate remaining fund information of the Municipality of Las
Piedras, Puerto Rico, as of and for the year ended June 30, 2010, which coiiectivety
comprise the N4unicipality's basic financlal statements as listed in the tabre of contents.
These financial statements are the responsibility of the Municipality,s management. Our
responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financi;l audits contained in the
Government Auditing! standards, issued by the comptrofler Generar of the united states.
Those standards require that we pran and perform the audit to obtain reasonabre assurance
about whether the flnancial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supponing the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
the significant estimates made by management, as well as evaluating ihe overa financial
statements presentation. We believe that our audit provides a reasonable basis for our
opinion.

As described in Note 6 to the financial statements, the Municipality has not maintained
complete and adequate records in order to obtain sufflcient and competent evidential
matter related to the Capital Assets reported value in governmental activities and,
accordingly, the amount by which this departure would affect the assets, net assets, and
expenses of the governmental activities is not reasonably determinable.

lr4anagement reported in the governmental activities and in the general fund, an account
receivable from property taxes and a receivable from the proceeJs from a bond issuance.
Accounting principles generally accepted in the United States of America require that for
revenue to be considered susceptible for accrual it must be both measurable and available
to flnance current expenditures of the fund, Revenue is considered avairabre when it is
collectible during the current period and the actual collection will occur either during the
current period or soon enough after the end of the period to be used to pay current year-end
liabilities- We consider the receivables reported did not meet the "availiOte" criteria. Theproperty taxes receivables ($900,721) and the proceeds from the bond issuance
($2,370,000) overstate revenues in the governmental activities and the general fund by the
amounl of $3,270,72L.
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INDEPENDENT AUDITORS' REPORT (CONTINUED)

ln our opinion, because of the effects of the matter discussed in the third and fourthparagraphs, the financial statements referred to above do not present fairly, in conformity
with accounting principles generally accepted in the united states of America, the financialposition of the governmental activities of the Municipality of Las piedra;, puerto Rico, as of
June 30, 2010, and the changes in financial position, thereof for the yea; then ended.

ln addition, in our opinion, except for the effects of reporting those accounts receivabres in
the general fund, as described in the fourth paragraph, the inancial statements referred to
above present fairly, in all material respects the financial position of the generat fund of the
lvlunicipality of Las Piedras, as of June 30, 2010, and the changes in financial position
thereof and for the year then ended in conformity with accountr:ng principles generally
accepted in the United States of America

Further, in our opinion, the financial statements referred to above present fairly, in all
material respects, the respective capital improvements, debt service, and jojnt res;lutions
funds financial position, and the aggregate remaining fund information of l\4unicipality of Las
Piedras, as of June 30, 2010, and the respective changes in financial position for the year
then ended in conformity with accounting principles generally accepted in the United States
of America.

Accounting principles generally accepted in the united states of America require that the
management's discussion and analysis and budgetary comparison information on pages 3through 16 and 71 be presented to supprement the basic financiar statements. such
information, although not part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who consjders it to be an essentiat part of
financial reporting for placing the basic fjnancial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with the auditing standards generally accepied inthe United States of America, which consisted of inquiries of maiagement about the
methods of preparing the information and comparing the information fo; consjstency with
management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the informaton because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any
assu rance.

Ldpe7-Vega, CPA , PSC

l,ts / ManagerneDt Advisors



Our audit was conducted for the purpose of forming opinions on the financial statementsth€t collectively.comprise the Municipality of Las piedri's financiat statenrents, as a whole.
r ne.accompa nying schedule of expenditures of federal awards is presented for purposes ofadditional €natysis as required by U.S. Office of Management 

"nO 
arOlut Circutar 4-133,Audits of States, Locat covernments, and Non_ profii organizationi, Zno is atso not arequired part ofthe financial statements.

The schedules of expenditures of federal awards are the responsibility of management and
were derived from and relate direcfly to the underlying accounting anjother records used toprepare the financial statements. The information has been;ubjected to the auditingprocedures applied jn the audit of the financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and othe. procedures in accordance with auditing standards generally accepted
in the United States of America. ln our opinion, the informati;n is fairly stltea in all material
respects in relation to the financial statements as a whole,

Al&c
San Juan, Puerto Rico
January 26,2077

Stamp No.2575475 ofthe puerto Rico
Society of Certified Public Accountants
was affixed to the record copy of this report.

I
C.niflen Public AccouDtert / Manageme Adaisors

Ldpe.-l'cga, CPA, PSC



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF tAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2O1O

As.management of the Municipality of Las piedras (the N4unicipality), we offer readers the
following discussion and anarysis of the ft4uniciparity's frnanciar aiiivities reported in the
accompanying basic financial statements for the fiscal year ended June 30,2010. We
encourage readers to consider the information presented here in conjunction with additionar
information that is furnished in the accompanying financial statements, which follow this
narrative.

FINANCIAL HIGHLIGHTS

G ove m m e nt-W i d e H i gh I i ghts :

. The [.4unicipality's assets amounted to $47,593,697 at June 30, 2010, of which
$34,395,795 consist of capital assets (net of accumulated depreciation and
amortization of $13,034,998), $6,548,507 consist of cash (of which $6,544,895 are
restricted for specific purposes), and $6,643,005 consist of accounts receivable. net of
the reserve for doubtful accounts.

. The t\4unicipality's liabitities amounted to $29,719,436 at June 30, 2010, of which
$16,005,000 consist of bonds and notes payable, $1,112,485 consist of due to other
governmental entities, $7,237,384 consist of accounts payable and accrued liabilities,
$1,856,050 consist of accrued compensated absences, and $954,736 consist of
claims and judgments.

. The N4un icipality's assets exceeded its tiabilities (net assets/su rptus) by 917,874,261at
June 30. 2010.

. The Municipality's revenues amounted to $17,554,959 for the fiscal year ended June
30, 2O1O, of which $13,041,059 arose from taxes, $4,090,485 arose from
intergovernmental grants and contributions, $342,032 arose from miscellaneous
revenue streams and $81,382 arose from charges from services and miscellaneous
revenues.

. The Municipality's expenses amounted to $16,876,196 for the fiscal year ended .,une
30, 2O7O, of which $8,094,843 were incurred in providing direct services and benefits
to citizens in relation to urban and economic development, health and sanitation, public
safety, public housing and welfare, culture, recreation and education. ln addition, the
lMunicipality incurred $539,278 of its total expenses, in interests retated to its long_term
obligations, and $A,242,O75 in general government activities to support the
Municipality's functions and programs. The [4unicipality's expenses include
depreciation in the amount of $441,715, for the fiscal year ended lune 30, 2010.

. The lvlunicipality's net assets increased by $678,762 during the fiscat year ended June
30,2010.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 3O, 2O1O

FINANCIAL HIGHLIGHTS (CONTINUED)

G ove mmenta I Funds, HlEh I ight;

. The total fund balance of governmental funds amounted to $900,721 at June 30, 2O1O,
of which $6,169,800 is reserved for capjtal improvements, debt service, encumbrances
and Iong term receivables, while (95,269,079) represents an unrestricted deficit.

. The total fund balances of governmental funds decreased by $47,042 during the fiscal
year ended June 30, 2010.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The purpose of financial reporting is to provide external users of basic financiar statements
with information that will help them to make decisions or draw conclusions about the
Municipality. There are many external parties that usethe basic financial statements ofthe
Ivlunicipality; however, these parties do not always have the same specific objectives. In
order to address the needs of as many parties as reasonably possible, the Municipality, in
accordance with required financial reporting standards, presents this Management,s
Discussion and Analysis (MD&A) as an introduction to the accompanying basic ]inancial
statements. This narrative represents an overview and analysis of the financial activities of
the lMuniciparity for the fiscar year ended June 30, 2010. Because this MD&A is designed to
focus on the current year activities, resulting changes and currenly known fa;ts, we
encourage readers to consider the information presented in this MD&A in conjunction with
the additional information furnished in the accompanying basic financial statements.

The Municipality's basic financial statements include three components: (1) government-
wide financial statements (GWFS), (2) governmental fund financial statements (cFFS), and(3) notes to the basic financial statements (NBFS). This report also contains additional
required and other supplementary information in addition to the basic financial statements
themselves. These components are described below.

The basic financial statements focus on: (1) the Municipallty as a whole (government-wide
financial reporting) and, (2) the lMunicipality,s major individual governmentat funds. Both
perspectives allow the users to address relevant questions, broaden a basis for comparison
(year to year or government to government) and enhance the N4unicipality,s accouniability.
The components ofthe basic financial statements are described below.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2010

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (CONTINUED)

a) Government-wide Financiar Statements

The GWFS are composed of: (1) the statements of net assets (SNA) and (2) the
statement of activities (SA). These financial statements can be found immediately
following this IMD&A. GWFS are designed to provide readers with a broad overview of th;
Municipality's operations as a whore in a manner simirar to private-sector business.
These statements provide short-term and long-term information about the Municipality,s
financial position, which assist the Municipality,s management to determine the
economic condition at June 30, 2010. The GWFS are prepared using methods that are
similar to those used by most private businesses.

1. Statement of Net Assets

The purpose of SNA is to attempt to report all assets owned and all liabilities owed by
the lvunicipality. The Municipality reports of all of its assets when it acquires
ownersh ip over the assets and reports a ll of its liabilities when they are incurred. For
example, the lVunicipality reports buildings and infrastructure as assets, even though
they are not available to pay the obligations incurred by the tvlunicipality. On the
other hand, the lvlunicipality reports liabilities, such as claims and judgments, bonds
and notes payable, obligations under capital leases, compensated absences and
certain accounts payable and accrued liabilities, even though these liabilities might
not be paid until several fiscalyears into the future.

The difference between the Municipallty,s total assets and total liabilities reported in
SNA is presented as net assets, which is similar to the total owners' equity reported
by a commercial enterprise in its flnancial statements. Although the purpose of the
Municipality is not to accumulate net assets, as this amount in;reases or decreases
over time, such amount represents a useful indicator of whether the financial
position ofthe Munlcipality is either improving or deteriorating, respectively.

2. Statement of Activities

The SA presents information showing how the tvlunicipality's net assets changed
during the fiscal year ended June 30, 2010, by presenting a of the Municipatit,s
revenues and expenses, As previously discussed, the items reported in SA are
measured in a manner similar to the approach used by a commercial enterprise in
that revenues are recognized when earned or established criteria are satisfied, and
expenses are recorded when incurred by the Municipality. Consequenfly, revenues
are reported even when they may not be collected for several months after the end of
the fiscal year and expenses are recorded even though they may not have used cash
during the current year.

6



COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDEDJUNE 30, 2O1O

OVERVIEW OF THE BASIC FINANCIAT STATEMENTS (CONTINUED)

Although SA looks different from a commercial enterprise's income statement, the
difference is onry in format, not substance. whereas the bottom rine in a commerciar
enterprise represents its net income, the lMunicipality reports an amount described
as net chanEe in net assets, which is essentially the same concept.

The focus of SA is on the ,et cost of various activities provided by the Municipality.
The statement begins with a column that identifies the cosi of each of the
Municipality's major functions. Another column identifies the revenues that are
speciflcally related to the classified governmental functions. The difference between
the expenses and revenues related to specific functions/programs identifies the
extent to which each function of the l\4unicipality draws from general revenues or is
self,financing through fees, intergovernmental aid, and other sources of resources.

This statement also presents a comparison between direct expenses and program
revenues for each function of the Municjpality.

GWFS and GFFS present all of the lMunicipality,s governmentat activities, which are
supported mostly by taxes and intergovernmental revenues (such as federal and state
grants and contributions). All services normally associated with the Municipality fall into
this category, including culture, recreation and education; general governmenu heatth
and sanitation; public safety; public housing and welfare; and economic and urban
development.

b) Governmental Fund Financial Statements

The [4unicipality's GFFS consist of: (1)the balance sheet _ governmental funds and (2)
the statement of revenues, expenditures and changes in fund balances _ governmental
funds. These financial statements report the financial positjon and results of operations
of the lMunicipality's governmental funds, with an emphasis on the Municipality,s major
governmental funds.

A fund is a grouping of related accounts that is used lo maintain control over resources
that have been segregated for specific activities or objectives. The l\4unicipality, like
most other state and local governments, uses fund accountng to ensure and
demonstrate compliance with financerelated legat requirements. Each fund is
considered an independent fiscal entity accounted for within a set of self_balancing
accounts that comprise iis assets, liabjlities, fund equity, revenue, and expenditures.
Fund accounting segregates funds according to their intended purpose and is used to
aid management in demonstrating compliance with legal, financial and contractual
provisions.

7



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2O1O

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (CONTINUED)

Governmental funds are used to account for all of the services provided by theMuniciparity. These funds are used to account for 
"ra"niiitty 

it,"'"ure functionsreported as governmental activities in the GWFS. Untike GWFS; the focus of GFFS isdirected to specific activities of the Municiparity rather than the tt,iunicipatity as a wt ote;therefore, GFFS report the Municipatity,s operaiions in more Oetaii ttran ine eWfS.

GFFS provide a detailed short-term view of the Municipatity,s finances that assist in
determining whether there wi be adequate financiar resouices iu"il1t" to ,""t tn.current needs of the N4unicipality, which is, evaluating the l\4unicipality,s near_term
financing requirements. For financial reporting purposes] tn" frlrni"ifufity classifies itsgovernmental funds wlthin the fo owing types: (1) general fund, (2) de6t service fund, (3)
special revenue funds and (4) capjtal improvemenis funds.

GFFS are prepared on an accounting basis that is significan y different from that used toprepare GWFS. ln general, GFFS focus on near_term inflows and outflows of expendable
financial resources, consequenfly, generally measure and account for cash and other
assets that can easily be converted to cash. For example, amounts reponed on thebalance sheet include capital assets within a very short period of time, but do notinclude capital assets such as land and buildings. Governmentri fund liabilitiesgenerally include amounts that normally are going to be paid within a very short period
after the end of the fiscar year. The differenie between a fund's tot;r ;ssets and totarliabilities is reported as the fund balance, and generally indicates the amount that can
be used to finance the next fiscal year's activitie;. Likewise, the operating statement forgovernmental funds reports only those revenues and expend itures that were colected in
cash or paid with cash, respectively, during the current fiscal year or very shorfly after the
end ofthe fiscal year.

Because the focus of GFFS is narrower than that of the GWFS, it is useful to compare thefund information presented for governmental funds with similar information presented
for governmental activites in the GWFS. By doing so, readers may better understand thelong-term imp€ct of the Municipallty,s near_term financial ;ecisions. Both thegovernmentar funds' balance sheet and the governmentar funds, statement of revenues,
expenditures and changes in fund balances provide a reconciliation to facilitate the
comparison between governmental funds and the governmental activjties reported in thegovernment-wide financial statements.

The lvlunicipality has four major governmental funds. Each major fund is presented in a
separate column in the governmentalfunds, balance sheet and the governmentalfunds,
statement of revenues, expenditures and changes in fund balancEs. The four majorgovernmental funds are: (1) general fund, (2) debt service fund, and (3) legislative jolnt
resolutions fund and (4) capital improvements fund,

8



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30,2010

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (CONTINUED)

c) Ivotes to Basic Frnancia, Statemerts

The NBFS provide additional information that is essential for a
data provided in the GWFS and GFFS. The NBFS can be found
basic financial statements.

full understanding of the
immediately following the

d) Othet Supplementary lnfomation

The basic financjal statements are followed by a section of other supplementary
information consisting of: (1) budgetary comparison schedule _ generat fund and the
Schedule of Expenditures of FederalAwards.

FINANCIAL ANALYSIS OF GOVERNMENT.WIDE FINANCIAL STATEMENTS

The Municipality's overalt financial position and operations for the prior and the current
fiscal year are summarized as follows, based on the informatlon included in the
accompanying GWFS:

Condensed Statement of Net Assets
Governmental Activities

iune 30,2OlO and 2OO9

2010 2009
Assets:

Current assets
Noncufient assets:

Capital assets, net of accumulated depreciation
Totalassets

Liabilities:
current liabilities

Long-term obligations due within one year

Long-term obligations due after oneyear
Totalliabilities

Net assets fde,rcit)i
lnvested in capitalassets, net ofdebt
Restricted
Unrestricted

Total net assets, as restated

$ 47,593,697 $ 43,797,361

$ 13,197,902 $

34,395,795

77.402,90A

32,394,453

$ 9,791,165 $

2,165,732

77,762,539

9,381,317

1,135,O00

16,085,s45
$ 29,719,436 $ 26,607,862

$ 24,472,A77 $ 22,658,420
5,146,702 4.349,O7A

(11,725,312) (9,811,939)

9LLE!,%I j 11L99199
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS (CONTINUED)

At June 30, 2010, the Municipality,s current assets, amounting to $13,197,902, are mainly
composed of cash ($6,548,507), and accounts receivabte {$O-,0+S,OOS;, net of reserve for
doubtfulaccounts.

The restricted cash represents resources legally designated for: (1) the payment of debt
service, (2) the acquisition, construction and improvement of major capital assets, and (3)
the operations of federa[y and state funded grant programs. Reitricted casn arso consists
of unspent proceeds of bonds issued for acquisition, construction and improvement of major
capital assets. Restricted property taxes receivable represent resources set aside to
redeem the bonds of the Municipality in minimum annual or biannual principal and interest
payments.

The N4unicipality's non-current assets, amounting to $34,395,795 at June 30, 2O1:O, are
composed of capital assets, with a cost basis of $47,430,793, which are reported net of
accumulated depreciation and amortization of $13,O34,99g.

At June 30, 2010, the Municipatity,s current liabitities amounting to $11,956,897 are
mainly composed of accounts payable and accrued liabilities ($7,247,gg4), and unearned
revenues ($2,553,781), and the portions due within one year ($2,765,732) of bonds and
notes payable and due to other governmental entities, and $935,732 of compensated
absences. Unearned revenues principally consist of unearned revenues associated with
municipal license taxes and intergovernmental grants and contributions related to state and
federally funded grant programs.

The Municipality's non-current liabilities, amounting to 917,762,539 at June 30, 2010, are
mainly composed of portjons due after one year of bonds and notes payable and due to
other governmental entities ($15,887,485), compensated absences ($92d,318) and claims
and judgments ($954,736)

As noted earlier, net assets may serve over time as a useful indicator of the Municipality,s
financial position. The assets of the l4unicipality exceeded tiabilities by $fi,A74,i6I' at
June 30, 2010. The most significant portion of net assets ($24,4I2,A7 L) reftects the
lvunicipality's investment in capital assets (e.g. Iand, buildings, machinery, equipment,
furniture, fixtures, infrastructure, etc.), net of all related debtltill outstanding that was
issued to acquire, construct or improve those assets. The Municipality uses these capital
assets to provide services to its citizens; consequen y, these assets are not available for
future spending. Although the lrlunicipality,s investment in capital assets is reported net of
the outstanding related debt, the resources needed to repay that debt must be provided by
other sources, since capital assets cannot be used to liquidate these liabilities.

Another significant portion of net assets ($5,186,702) at tune 30, 2010, represents resources
that are restricted for debt service payments, capital improvements and other purposes.

10



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONNNUED)

YEAR ENDED IUNE 30, 2O1O

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS (CONTINUED)

The remaining component of total net assets consists of unrestricted net liabilities
amounting 1o $Lf,725,3L2 at June 30, 2010. These unrestricted net tiabitities are the
consequence of previous budgets that did not provide sufficient funding for incurred long_
term obligations, such as bonds and notes payable, compensated abs;nces, claims and
judgments, certain obligations under capital leases, etc. Historically, a significant portion of
such obligations has been budgeted on a pay-as-you-go basis.

The total net assets of the l\4unicipatity increased by $678,762 for the fiscat year ended
June 30,2010.

The following is a condensed presentation of the N4unicipality's results of operations as
reported in the GWFS:

Condensed Statement of Activities
Goveh menta I Activiiies

FiscalYears Ended June 30.2010 and 2OO9

20LO 2009
Program revenues:

Program-specific operating grants and contributions
Program-specifi c capital grElnts and contributions
Charges for services

Total program revenues
Generalrevenues:

Property taxes
Municipal license taxes
Construction excise taxes
Sales and use tax
Un restricted grants and contributions
Other general revenues (various sources)

Totalgeneral revenues
Totalrevenues

Program expenses:
Generalgovernment
Urban and economic development
Health and sanitation
Public safety
Public housing and welfare
Culture. recreation and education
lnterest on longterm obligations

Total expenses
Net increase in net assets
Net assets, at beginning offiscalyear, as restated
Net assets, at end offiscalyear

$ 2,270,46a
\47 4,!57

87,3A2

$ 2,348,631
1,864.531

79,762
3,526,OO7 4,292,924

8,106,579
3,287,302

448,900
_\458,274

645,A60
342,O32

5,571,894
3,242,997

963,176
1,084,346
3,256,470

7 4,O7A
74,028.957 74,792,967
17,554,958 18,485,8a5

8,242,O75
2,938,568
7,320,302
7.724,520
2,206,334

505,115
539,278

7,914,7 74
3,815,568
1,046,681

436,472
1,516,O62

296,235
645,264

16,876,196 16,074,996
61a,762 2,410,889

L4,784,670

LI

$ fi,a74,267 $ 17,195,499



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANALYSIS OF GOVERNMENT.WIDE FINANCIAL STATEMENTS (CONTINUED)

As previously mentioned, the N4unicipality's net assets increased by $67g,762 during the
current fiscal year. Approximately 7 40/o ot the lMunicipality's total revenues for the current
fiscal year came from property, municipar ricense, construction excise taxes and sares and
use taxes ($13,041,059). Grants, contributions and charges for services (program
revenues), amounting to $4,171,867, provided 24r/o of the total revenues for the cuirent
fiscal year. Miscellaneous revenues, amounting to $342,032 provided the remaining 2a/o ol
total revenues.

The Municipality's expenses cover a wide range of services. The largest expenses of the
Nlunicipality for the fiscat year ended June 30, 2O1O were relited to; (1) generat
administrative and operating costs ($8,242,075), which were classified as "general
government', (2) public housing and welfare (92,206,338), (3) heatth and sanitation
($1,320,302), (4) urban and economic development ($2,938,568), (S) pubtic safety
$7,f24,52O1, (6) culture, recreation and education ($505,115;, and iTl interest on tong-
term obligations ($539,278). These expenses include depreciation and amortization ;f
capital assets and deferred charges in the amounts of $441,715 for the fiscal year ended
June 30, 2010.

FINANCIAL ANAI-YSIS OF GOVERNMENTAL FUNDS

Analysis of Flnancial Position ol Covenmentat Funds

As discussed earlier, the lvlunicipality uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. The focus of the Municipality,s
governmental funds is to provide information on near-term inflows, outflows, and balances
of expendable resources. Such information is useful in assessing the t!4unicipality,s
compliance with finance-related legal requirements. Specifically, unreserved fund balance
may serve as a useful measure of the Municipality's net resources available for spending at
the end of the fiscalyear.

At June 30, 2010, the total assets of governmental funds amounted to $13,653,949, which
consisted principally of: (1) cash of $6,548,507 (2) accounts receivable, $6,649,395, net of
reserve for doubtful accounts, and (3) inter-fund receivables of $456,047. Such assets are
restricted for debt service, capital improvement, encumbrances and other specific purposes.

At June 30, 2010, the total liabilities of governmentat funds amounted to $12,753,22A,
which consisted principally of: (1) accounts payable and accrued liabilities ot $7 ,237 Sa4,
(2) deferred revenues of $4,089,797, (3) inter-fund payabtes (g456,047) and (4) matured
bonds due and payable of $970,000.
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COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (CONTINUED)

The fund baiances of governmental funds increased by $47,O42 during the fjscal year
ended June 30,2010.

Condensed Balance Sheet - Governmental Funds
June 30,2010 and 2009

Assetsl

Total assets - major governmental funds
Total assets - other governmental funds

Combined total assets

Llabilities:

Total liabilities - major governmentat funds
Total liabilities - other governmentat funds

combined totat tiabitities

Funal balances:

Reserved - major governmental funds
Reserved - other governmental funds
Unreserved , all governmental funds

Combined totalfund balances, as restated

fotal liablllties and fund batances

$13,6s3,949 $11,595,562

$!2,754,4a4
899,465

$10,798,896
796,666

$12,404,357
348,A7 7

$1o,444,329
297,554

L2,753,22A 70, t 47,aa3

5,619,206
550,594

(5,269,079)

5,3a2,fit
499,1t2

(5,O27,604)
900,727 853,679

$13,653,949 $11,595,562

Major Governmental Funds

General fund (GR - The GF is the principat operating fund of the N4untcipatity. The cF's tolat
assets amounted to $6,667,270 at June 30, 2010. Such assets consist principally of: (1)
cash and cash equivalents ($11,585), (2) property tax, municipal license tax, construction
excise tax, sales and use tax, and intergovernmentar grants and contributions receivabre
($6,220,253), and (3) short-term and tongterm amounG due from other funds ($432,22A)
and accrued interest on deposits (93,204).

The GF's total liabilities amounted to $10,953,251 at lune 30, 2010. Such tiabitities are
composed mainly of: (1) intergovernmentat payabtes ($1,731,342), (2) deferred revenues
($3,960,064), and (3) accounts payabte and accrued tiabitities (g5,238;026), and (4)short,
term and long term amounts due to other funds ($23,819).
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED IUNE 30, 2O1O

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (CONTINUED)

At the end of the current fiscal year, unreserved fund deficit of the GF amounted to
$5,269,079, while totat fund deficit amounted to $4,285,981.

Debt service fund IDSFI The DSF'S totat assets amounted to $2,105,478 at June 30, 2010,
which consist mainly of restricted cash in fiscal agent (g1,943,619), restricted property
taxes receivable, net of reserve for doubtful accounts (9130,465), intergovernmental grants
and contributions receivable and others ($31,394). The DSF,S total liabilities amounted to
$7,2O2,72A at June 30, 2010, which are mainty composed of: (1) matured bonds and
interests due and payabte ($970,000), (2) accounts payable and accrued tiabitities
($232,089), (3)and short-term and long-term amounts due to other funds (g39).

Legislative ioint resolutions fund fl.JRH - The L,RF,S total restricted assets amounted to
$1,526,136 at June 30, 2010, which consist of cash in a commerciat bank (g1,526,136). At
the end ofthe current fiscal year, URF'stotalfund balance is $1,526,136.

Other Eovernmental tunds (OGFI The OGF's totat assets amounted to $899,465 at June 30,
2O1O, whjch consist mainly of restricted cash and cash equivalents ($614,66g),
intergovernmental grants and contributions receivable ($260,969) and due from other
funds ($23,819). The OGF's totat tiabitities amounted to $348,871 at June 30, 2010, which
are mainly composed of deferred revenues ($42,477), accounts payable and accrued
llabilities ($27,939) and short-term and long-term amounts due to other funds ($278,455).

Capital imorovements funds (Cln - The CIF'S total assets amounted to $2,455,600 at June
30, 2010, which consist mainly of cash and cash equivatents ($2,452,499) and accrued
interest on deposits ($3,1O1). The CtF's totat tiabitities amounted to $248,978 at June 30,
2010, which are mainly composed of accounts payable and accrued liabilities (g7,9gg),
deferred revenues ($87,256) and short-term and long-term amounts due to other funds
($153,734). At the end of the current fiscal year, CIF'S total reserved fund balance reached
$2,206,622.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2010

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (CONTINUED)

Analysis of Operatlng Results of covernmentat Funds

Condensed Statement of Revenues, Expenditures and ChanEles

in Fund Balances - GovernmentalFunds

Fiscal Years Ended June 30,2010 and 2OO9

20ao 2009
Revenues:

Total reven ues - major governmenta I fu nds

Total revenues - other govern mental funds

Combined total revenues

E eenditures:
Total expenditures- major governmental funds

Totalexpenditures - other govern menta I funds

Combined total expenditures

Deficiency of revenues unclet expenctiturcs

Other financing sources, net:

Other fina ncing sources, net - major

goven mental funds

Otherfinancing sources (uses), net- other
govern menta I funds

Combined other fina ncing sources (uses), net

Excess (deflciency) of rcvenues ancl other
tinancing sources ovet (undet) expencliturcs

and othet llnancing uses

Fund balance, at bellinning of fiscat year (restatect)

Fund balance, at encl of fiscal yeat

$ 14,560,900

7,775,462
$ 16,547,558

7,645,4a6

16,336,762 48,192.97 4

18,260,5a3

1,68A.27 4

79.647.677

1,609,100

19,948,857 24,250,777

(3,612,09s) (3,O57,797)

3,695,243

{36,106)

64,260

(64,260)

3.659,137

47,O42 (3,O57,797)

853,679 3,977,476

L5
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2010

FINANCIAL ANATYSIS OF GOVERNMENTAL FUNDS (CONTINUED)

Maior Governmental Funds

General fund - The total fund balance of the GF increase by $5g,6g7 during current fiscal
year

Approximately goyo ($70,233,297) of the cF's totat revenues for the current fiscat year
came from property, munjcipal license, construction excise taxes and sales and use taxes,
while ($645,860) resulted from intergovernmental grants and contributions.

The largest expenses of the GF for the fiscal year ended lune 30, 2O1O were related to: (1)
general administrative and operating costs ($7,022,Sg4), (2) construction, rehabilitation
and preservation of new or existing housing, (92,g53,263), which were classified as "urban
and economic development, (3) heatth and sanitation ($I,24I,794), (4) pubtic safety
($1,046,730), (5) pubtic housing and wetfare ($831,167), and (6) cutiure, recreation and
education ($429,644).

Debt service fund (DSH - The total fund balance of the DSF increased by g273,O04 durjng
current fiscal year. Approximately $1,695,292 of DSF,s total revenues f;r the current ftscal
year came from restricted property taxes. DSF'S total expenditures for the cu rrent fiscal vear
came from principal and interests on bonds and notes payable (g1,537,250).

Ledslative ioint resolutions fund (LrRH - The total fund balance of the URF increased by
$43,137 during current fiscal year. URF'. total expenditures for the current fiscal year weri
mainly related to capitalouflays ($285,138).

Capital imorovements funds (ClF) - The total fund balance of the CIF decreased by
$379,268 during current fiscal year. CIF'S total revenues for the current fiscal year came
from intergovernmental grants and contributions amounting to $1,139,g23 and interest on
deposits amounting $34,334. CIF's total expenditures for the current fiscal year were mainly
related to capital outlays, ($1,185,196) and general administrative and operating costs
($1,118,161).

Other Eovernmental funds (OGn - The total fund balance of the OGF increased by $51,4g2
during current fiscal year. Substantialty all of OGF,' revenues for the current fiscal year
came from intergovernmental grants and contributions oI $I,775,75L. Total expendit;res
were mainly related to capital ouflays, (390,034), and public housing and welfare
($1,298,240).
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONNNUED)

YEAR ENDED JUNE 30, 2O1O

CAPITAL ASSETS AND DEBT ADMINISTRATION

a) CapitalAssets

The N4unicipality has invested $47,430,793 in capital assets used in governmental
activities, which have an accumulated depreciation and amortization of $13,034,99g at
June 30, 2010. The net capital assets increased during the current fiscal year due to the
current fiscal year's capitat additions (92,001,341), which were partia y offset by the
depreciation and amortization expense.

b) Debt Administration

The Municipality finances a significant portion of its construction activities through bond
and note issuances, and through state and federal grants. The proceeds from bond
issuances designated for construction activities are committed in its entirety for such
purposes and cannot be used for any other purposes.

At June 30,2010, the Municipatity's totat bonded debt amounted to $16,005,000,
consisting of bonds and notes payable, Such debt is backed by the full faith and credit
of the Municipality. The Municipality has also certain outstanding notes payable. Such
notes payable also decreased during the current fiscal year mainly due to the principal
payments made during the same period.

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the Municipality,s finances
for all of the Municipality's citizens, taxpayers, customers, investors and creditors. This
financial repon seeks to demonstrate the Nlunicipality's accountability for the money it
receives. Questions concerning any ofthe information provided in thjs report or requests for
additional information should be addressed to; Municipality of Las piedras, Department of
Finance.
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Commonwealth of Puerto Rico
Municipality of Las Piedras
Statement of Net Assets

June 30, 2010

Assets

Curent assets:
Cash in commerctat banks
Accounts receivable, net of allowance for doubtful

Propertytaxes
Municipat ticence taxes
Construction excise taxes
Sales and use taxes

lntergovern mental grants and contributions
Total accounts receivabte

Restricted assetsi
Cash in commercial banks

Cash with fiscatagenl
Accrued interests on deposits
lntergovernmental grants and contributions receivable
Propeny taxes receivable, net of reseNe for
doubtfulaccounts

Totat restricted assets
Totat current assets

Capital assets, at cost:
Depreciable capital assets
Non-depreciabte capital assets

Total capital assets, at cost
Less: accumulated depreciation and amortrzation

Total capita I assets, net of accu m u tated

depreciation and amonization

Total non-cu rrent assets

Governmental
Activities

$ 2,001,446
94,031
75,424

709,4a2
3,999,936

2,697,633
3,847,262

6,390
292,241

130,465

3,672

6,220,253

6,974,O37
73,197,902

43,954,568
3,476,225

47,430,793
(13,034,998)

34,395,795

34,395,795

Totalassets 47,593,697

The notes tothe tinanciatstatements are an integratpart ofthis statement,
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Commonwealth of Puerto Rico
Municipality of Las piedras

Statement of Net Assets-Concluded

June 30, 2010

Liabilities and net assets

Current llabilities (due within one yeao:
Accounts payable and accrued tiabilities:

Trade payables and accrued liabilities
lntergovernmental payables

Totalacoounts payabteand accrued liabitities
Unearned revenues
CLrrrent ponion of tongterm obtigations:

Bonds and notes payabte

Due to other governmenta I enttties
Comoensated absences

Total current portion of long-term obtigations
Totat current tiabitities

Non-current liabilities, excluding curent portion
(due in more than one yead:

Bonds and notes payabte

Due to other governmentatentities
Compensated absences
claims andjudgmenG

Total non current labitities
Tota iabrtiues

Net Assets (ltabitities):

lnvested in capitatassets, net of retated debl
Restricted forl

Debtservice
Capilalimprovements
Other

Totat restricted net assets
Unrestricted (deficit)

Totalnet assets

Governmental
Activities

$ 5,506,042
7,731,342

970,000
260,000
935,732

15,035,O00
452,485
920,318

903,350
2,206,622
2,O76,730

7 ,237 3a4
2,s53,7a1

2,165.732
11,956,897

77,162,535
29,719,436

24,412,a7 7

5,746,702
(77,725,372)

77 ,47 4,26-L

The notes to the fina ncia I statem ents are an jntegrat pan ofthis statement.
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Commonwealth of Puerto Rico
Municipality ot Las Piedras

statement of Activities
For the Year Ended June 30, 2010

Net (E(pens)Rev6nu€ and

Urban a^d econom c devetopmenr

Pub ic housinE and we fare

CutuG. rccreailon a^d edu€rlon

rnier6r on iong.term obtiS6r ons

Tolai governhentar activ t es

4,242,075

2,934,564 2.r33,525

$

1.139,323

(1,320,302)

(i,124,s20)

(2,206,333)

(sos,115)

(473,727)31,217

s 16.476,196 $ 313a2 $ 2.21A,46A S 1114.!57 t13.350,139)

Municipar i@nse tax6
Conslrudion ercise taxes

hte€ovemment6r d@ils and ont bu:rions

nft rBtricled io specilic progGms

Ner incrcase in na a$ers
Net a*ts at begnnind of fsel ,€ar
Prior pe od adjustments

Ner aseis ai the begrnntng ot lis
Net6$as atendof ns€ilear

7,154,21A

(3,054)

The notes to rhe financiat statements are an integrat parr otthts statemenr.
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Commonwealth of Pue(o Rico
Municipality of Las Ptedras

Balance Sheet - Governmenrat Funds
GovernmentalFunds

,une30,2O1O

Major govemmenr.t runds

Fud b.l.nc (deticirs):

1526s07e)

The notes to the tlnanciat statements are an integrat part ofthis statement_
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Commonweatth of puedo Rtco
Munlciparity of Las piedras

Statemeht or Revehues, Expendiiuresand Changes lh Fund Batances (Deficirs)
covemmentat Funds

Forthe Year Ended June 30.2010

Olher Iolat
Govenhental G@enmental

Funds Fundt

orher fr.andng s@@s {@s)

Flndebrslddc()dbqiih6d6@F

$parti\

The notes to the financialstatements are an integral part of this statement.
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Commonwealth oI puedo Rico
luuniclpality of Las piedras

Reconclliation of the Balance Sheet
Governmental Funds to the Statement oI Net Assets

For the Year Ended June 30. 2O1O

The a mounts of govern mentat activiries reported in the statemenr of Ner Assets and the Batance sheer
Governmental Funds, are ditrerent for the fo owing reasons:

TolalFund Balances reponed in rhe BatanceSheet covernmentatFunds

Add (Deduct):

capital assets used in governmental aciivities are not considered avaitabte financiat resources at fiscat
year-end, therefore, are not reponed in the covernmentat Funds. This is tne carrying amount oi capital
asseG, net ofaccumutated depre.iation and amorrjzation of$13,034.99a atlune 30.2O1O

C€(ain deferred revenues in the Governmentat Funds are recognized as revenues in the Starement of
Activities. This isrhe ner change in unavaitabte pfopertv revenues that are measurabte but nor avairabrear
.June 30.2010.

Thefollowing liabilities are rordue (marure) in the currentfiscatyear, therefore, are nor reported if lhe
Governmental Funds aiJune 30_ 201o

9AO,727

34,395,795

1,536,016

(15,035,000)
(1,112,485)
(1,8s6,050)

(954,736)

t7 ,47 4,261

Bonds and notes payabte

Due to other governmentat entities
Compe'rsated absences
Claims andjudgmenis

Net Assets, Govem menta I activities, as reponed in the statement of Net assets

The not6 tothefinanciatstalementsare an integratpa.t ot this stalemeni.
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Commonwealth of puerto Rico
Municipatity of Las piedras

Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances of

Governmental Funds to the Statement of Activities
For the Year Ended June 30,2O1O

The amounts of govern mental activities reponed in the Statement of Activrties and the Statement ot
Revenues, Expenditures and Changes rn Fund Balances (Deficits) covernmental Funds, are
ciifferent for the following reasons:

Total net decrease in Fund Balances (deficits) repo(ed in the Statement of Revenues, Expenditues
and Change in Fund Balances covernmenrat Funds. $ 47,042

Add (deduct):

Net change in deferred properly tax revenues, municipat ticense tax revenues, constructlon exose
tax revenues and intergovernmentat grants and contributions that are measurabte but not avaitabte
at June 30,2010.

Governmental Funds repon capital outays as expenditures. However, in the Staternent of AcrMies
the cost of those assets is a ocated over their estimated useful tives as depreciation and
amodzation expense. This is the excess ofcapitaIouflays ($2,443,056) over depreciation expenses
($441,715).

Proceeds from tssuance of bonds are reported as other fina nciat sou rcesi however, these proceeds
increase long{erm liabilities tn the Statemeflt of Net Assets.

Repayment of principat of tonglerm obttgations is reponed as expenditure rn the Governmental
Funds;however. the repayment reduces longterm tiabilities in the Statement of Net Assets.

change in Net Assets of Governmental Activities

7,2].4,196

2,OOt34a

(3,659,137)

1,o71,320

$ 67a,762

Thenotestothefinancalstatementsarean tntegra partof thissratemenl
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2O1O

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Las Piedras (the Nitunicipality) is a local municipal government
constituted in the Commonwealth of puerto Rico (the Commonwealth). The l\4unicipality
has full legislative, fiscal and all other governmental powers and responsibilities expressli
assigned by Public Act No. 81 of August 30, 1991, as amended, known as Autonomous
Municipalities Act of the Commonwealth of puerto Rico (Act No. 81). The N4unicipatity is
one of seventy€ight municipalities legally separated from the Commonwealth,s
government.

The Commonwealth's Constitution provides for the separation of powers of the executive,
legislative and judicial branches of the Commonwealth and the municipalities. However,
the Municipality's governmental system consists of executive and legistative branches
only. A Mayor, elected every four years by the citizens, exercises the executive power of
the N4unjcipality. The N,lunicipal Legislature, whose members are also elected every four
years, exercises the legislative power of the lMunicipality. The General Justice Court
System of the Commonwealth, which has jurisdiction over the Municipality, exercises the
judiciary power.

The lvunicipality assumes either partial or full responsibility for providjng services to its
citizens related to public housing, welfare, public safety, health, sanitation, education,
culture, recreation, education, urban development, economic development, and many
other fiscal, general and administrative services.

a) Financial Reporting Model

The accompanying basic financial statements present the fjnancial position and the
results of operations of the l\4unicipality as a whole, and its various governmental
funds as of and for the fiscal year ended June 30, 2010, in conformity with Accounting
Principles Generally Accepted in the United States of America (USGMP), as prescribed
by the Governmental Accounting Standards Board (GASB).

According to the financial reporting model established by GASB Statement No. 34,
Basic Financial Statements - and Managementt D,scussion a nd Analysis _ for State
and Local Governments (GASB No. 34), the requjred basic financial statement
presentation applicable to the lMunicipality is composed of the fo owing elements: (1)
government-wide financial statements (GWFS), (2) governmental fund fjnancial
statements (GFFS), (3) notes to basic financial statements, and (4) required
supplementary information (RSl).
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COMMONWEATTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

NOTES TO BASIC FINANCIAL STATEMENTS - CONTINUED

YEAR ENDED JUNE 30, 2010

1. ORGANTZATTON AND SUMMARY OF StcNrFtoANT ACCOUNTTNG pOLtCtES (CONTTNUED)

RS, consists of: (1) a Management's Discussion and Anatysis (MD&A) and (2) a
budgetary comparison schedule - general fund. RSI is information presented along
with, but separate from, the N4unicipality,s basic financial statements.

MD&A is a narrative report that introduces the accompanying basic financial
statements and provides an analytical overview of the Municipality,s financial activities
for the fiscal year ended June 30, 2010, based on the Municipality,s knowledge of the
transactions, events and conditions reflected in the basic financial statements. The
MD&A also hightights certain key fiscal poticies that control the tvlunicipatity,s
operations,

Other supplementary information presented in this report for purposes of additional
analysis consists of a budgetary comparison schedule - debt service fund.

On March 2009, the N4unicipality adopted the provisions of GASB Statement No. 55,
The Hierarchy of Generally Accepted Accountinl principles fot State and Local
Governments (GASB 55), and GASB Statement No. 56, Cod,Iicatio n of Accounting and
Financial Repofting Guidance Contained in the AICqA Statements on Auafting
Standards (cASB 56).

GASB 55 incorporated the hierarchy of generally accepted accounting principles (GAAP)
for state and local governments into the Governmental Accounting Standards Board's
(GASB) authoritative literature. The requirements in this Statement codify all GAAP for
state and local governments so that they derive from a single source.

GASB 56 incorporated into the Governmental Accounting Standards Board,s (GASB)
authoritative literature certain accounting and financial reporting guidance presented
in the American lnstitute of Certified publjc Accountants, Statements on Auditing
Standards. This Statement addressed three issues not included in the authoritativ;
literature that establishes accounting principleFrelated party transactions, going
concern considerations, and subsequent events.

The adoption of GASB 55 and GASB 56 did not have retroactive cumulative effects
affecting the accompanying financial statements as of July 1, 2009, and have not
affected the financial positions and the results of operations reported as of and for the
fiscal year ended June 30, 2010.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF LAS PIEDRAS

NOTES TO BASIC FINANCIAL STATEMENTS - CONNNUED

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StcNtFtCANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Accordingly, the accompanying GFFS have not reported any retroactive restatements or
reclassifications of fund equities as ofJuly 1, 2009.

b) Financlal Reportlng En ty

The accompanying basic financial statements include all departments, agencies and
municipal operational units that are under the legal and administrative control of the
Mayor, and whose financial resources are under the legal custody and control of the
Municipality's Director of Finance and Budget, as prescribed by Act No. 91.

The lMunicipality's management has considered all potential component units (whether
governmental, not-for-profit, or profit-oriented) for which it may be financially
accountable and other legally separate organizations for which the nature and
significance of their relationship with the lvlunicipality may be such that exclusion of
their basic financial statements from those of the Municipality would cause the
Municipality's basic financial statements to be misleading or incomplete.

GASB Statement No. 14, Ihe Financiat Repofting Enrity (GASB No. 14), as amended,
has set forth criteria to be considered in determining financial accountability for
financial reporting purposes. These criteria include appointing a voting majority of an
organization's governing body and: (1) the abitity of the Nlunicipatity to impose its wi
on that organization or (2) the potential for the organization to provide specific
financial benefits to, or impose specific financial burdens on, the Munjcipality.

On )uly 7, 2OO4, the Municipatity adopted the provisions of GASB Statement No. 39,
Determining Whethet Ceftain OrEanizations are Component units - an Amendment of
GASB Statement No. 14 (GASB No. 39). GASB No. 39 states that certain organizations
for which a primary government is not financially accountable nevertheless warrant
inclusion as part of the financial reporting entity because of the nature and
significance of their relationship with the primary government, including their ongoing
financial support of the primary government and its other component units.

According to GASB No. 39, a legally separate, tax-exempt organization should be
reported as a discretety presented component unit of a reporting entity if all of the
following criteria are met:
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF tAS PIEDRAS

NOTES TO BASIC FINANCIAL STATEMENTS - CONTINUED

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StcNtFtCANT ACCOUNTTNG pOLtCtES (CONTTNUED)

The economic resources recejved or held by the separate organization are entirely or
almost entirely for the direct benefit ofthe primary government, its component units, or
its constituents.

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

The economic resources received or held by an individual organization that the specific
primary government, or its component units, is entifled to, or has the abitity to
otherwise access, are significant to that primary government.

ln addition, GASB No. 39 states that other organizations should be evaluated as
potential component units if they are closely related to, or flnancially integrated with,
the primary government. Such types of entitjes maybe presented as either blended or
discretely presented component units, depending upon how they meet the criteria for
each specifled in GASB No. 14.

The Municipality's management has concluded that, based on the aforementioned
criteria, there are no legally separate entities or organizations that should be reported
as component units of the Municipality for the fiscal year ended June 30, 2010.

c) Government-wide Flnancial Statements

The accompanying GWFS are composed of: (1) the statement of net assets and (2) the
statement of activities. These financial statements report information of all
governmental activities of the Municipality as a whole. These statements are aimed at
presenting a broad overview of the l\4unicipality's finances by reporting its financial
position and results of operations using methods that are similar to those used by
most private businesses.

The focus of GWFS is on the operational accountability of the Municipality as a single
economic unit and not on compliance with budgets, regulatory requirements or on the
use of available or currently expendable fjnancial resources (referred to as fiscal
accountability). Operational accountability is the lMunicipality's responsibility to report
to the extent to which it has met its operating objectives efficienfly and effectively,
using all resources available for that purpose. lt focuses on the Municipality's principal
operating objective, which is to provide services to its citizens.
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The accompanying statement of net assets provides short_term and long_term
information about the N,lunicipality's financial position by presenting all oJ the
Municipality's assets and liabilities, with the difference between these two items
reported as "net assets" (equity) andlor accumulated deficit. This statement assists
management in assessing the level of services that can be provided by the lvlunicipality
in the future and its ability to meet its obligations as they become due. ln addition, thi;
statement reports the extent to which the N4unicipality has invested in capital assets
and discloses legal and contractual restrictions on resources.

Net assets are classified in the accompanying statement of net assets wilhin the
following th ree categories:

. lnvested in capital assets, net of .elated debt - This net asset category consists of
capital assets, net of accumulated depreciation and amortization, ieduced by the
outstanding balances of bonds payable, notes payable and other debts that are
attributed to the acquisition, construction or improvement of those assets. For the
purposes of determining the outstanding debt attributed to capital assets, the total
long-term debt related to the acquisition, construction or improvement of capital
assets has been reduced by any related unspent debt proceeds and any related
unamortized debt issuance costs.

. Restricted net assets - This net asset category consists of net resources restricted
by external parties (such as creditors, grantors, contributors, laws or regulations of
other governments, etc.), or net assets for which constraints are imposed by
constitutional provisions or enabling legislation. Enabling tegislation consists of
legislation that authorizes the l\4unicipality to assess, levy, charge or otherwise
mandate payment of resources (from external resource providers). Enabling
legislation establishes restrictions if it includes a legally enforceable requirement
that those resources be used only for the specific purposes stipulated in the
legislation.

The classification of restricted net assets identifies resources that have been
received or earned by the lvlunicipality with an explicit understanding between the
N4unicipality and the resource providers that the resources would be used for
specific purposes. Grants, contributions and donations are often given under those
kinds of conditions. Bond indentures also often limit the use of bond proceeds to
specific purposes.
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lnternally imposed designations of resources, including earmarking, are not
reported as restricted net assets. These designations consist of management,s
plans for the use of resources, which are subject to change at the discretion of the
lvlunicipal Legislature.

The [4unicipality has reported the following types of restricted net assets in the
accompanying statement of net assets:

(1) Debt service - Represent net resources available to cover future debt service
payments of bonds and notes payable,

(2) Grants and contributions - Represent net resources available from certain
federal and state grants, which have been set aside to carry out several
programs.

. Unrestricted - This category consists of the excess of liabilities over related assets
(accumulated deficit) that are neither externally nor legally restricted, neither
invested in capital assets. However, assets reported within unrestricted net
liabilities often are designated to indicate that management does not consider
them to be available for general operations. Assets reported within this category
often have constraints that are imposed by management but can be removeA oi
modified.

When both restricted and unrestricted resources are available for use, it is the
lvlunicipality's policy to generally use restricted resources first, and then unrestricted
resources as they are needed.

The accompanying statement of activities presents the Municipality's results of
operations by showing, how the Municipality's net assets or liabilities changed during
the fiscal year ended June 30, 2010, using a net (expense) revenue format. Thii
statement presents the cost of each function/program as well as the extent to which
each of the N,lunicipality's functions, programs or other services either contributes to or
draws from the Munlcipality's general revenues (such as property taxes, municipal
license taxes, construction excise taxes, etc.).
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A function/program describes a group of activities that are aimed at accomplishing a
major service or regulatory responsibility. The functions/programs reported in the
accompanying basic financial statements are: (1) general government, (2) urban and
economic devetopment, (3) pubtic safety, (4) heatth and sanitation, (5) cutture,
recreation and education and (6) public housing and welfare. The governmental
operations of the Municipality's departments and operational units are classified within
the following functions/programs in the accompanying basic financial statements:

General government:
Municipal Legislature
[4ayoas Office
Department of Finance
Department of Planning and Budget
Department of Human Resources
Department of l\4unicipai Secretary
Department of lnternal Audit
Department of Public Relations

Urban and economic development:
Department of Public Works
Department of Territorial Ordering
Department of Building Conservation

Public safety:
Department of Emergency Management - Civil Defense
Department of Nlunicipal Police

Health and sanitation:
Department of Health

Culture, Iecreation and education:
Department of Sports and Recreation
Department of Tourism
Department of Education

Public housing and welfare:
Department of Public Housing
Department of Federal Programs
Department of Citizen Affairs
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The statement of activities demonstrates the degree to which program revenues offset
direct expenses of a given function/program or segments. Direct expenses are those
that are clearly identifiable with a specific function, segment or operational unit. This
statement reports revenues in three broad categories: {1) program revenues, (2)
general revenues and (3)special items.

Prcgram revenues are generated direcfly from a program itself or may come from
parties outside the l\4unicipality's taxpayers or citizens. ln the statement of activities,
program revenues reduce the costs (expenses) of the function/program to arrive at (1)
the net cost of the function/program that must be financed from the lvunicipality,s
general revenues or (2)the net program revenue that contributes to the Municipality,s
general revenues. The accompanying statement of activities separately reports the
following categories of program revenues:

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

(2) Program€pecific operating and capital grants and contributions - These
revenues consist of transactions that are either mandatory or voluntary non-
exchange transactions with other governments, organizations, or individuals that
restrict the resources for use in a particular program. Operating grants and
contributions consist of resources that are required to be used to finance the costs
of operating a specific program or can be used either for operating or capital
purposes of a specific program. Capital grants and conlributions consist of
revenues or resources that are restricted for capital purposes - to purchase,
construct or renovate capital assets associated with a specific program.
Restricted operating and capital grants and contributions are program revenues
because they are speciflcally attributable to a program and reduce the net
expense of that program to the l,4unicipality. They are reported net of estimated
uncollectible amounts.

General revenues are the default category for revenues, lt includes all revenues and
gains that do not meet the definition of program revenues. Property taxes, municipal
license taxes and construction excise taxes are reported as general revenues. All olher
non-tax revenues (including unrestricted interest on deposits, grants and contributions
not restricted for specific programs and miscellaneous revenues) that do not meet the
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definition of program revenues are classified as general revenues. Resources that are
dedicated internally by the [4unicipality are reported as general revenues rather than
as program revenues. Allgeneral revenues are reported net of estimated uncollectible
amounts, which are recorded as reduction of revenues rather than as expenses.

Specra, items consist of revenues arising from significant transactions or other events
within the control of management that are either unusual in nature or infrequent in
occurrence.

fhe general government function/program reported in the accompanying statement of
activities includes expenses that are, in essence, indirect or costs of other
functions/programs of the Municipality. Even though some of these costs have been
charged to certain funds in the GFFS as indirect cost allocations permitted under some
federal programs, the N4unicipality has reported these indirect costs as direct expenses
of the general government function. Accordingly, the Municipality generally does not
allocate general government (indirect) costs to other functions.

The effects of all inter-fund governmental activities (revenues, expenditures and other
financing sources/uses among governmental funds) have been removed from the
accompanying statements of net assets and activities,

The [,lunicipality classifies all of its activities as governmental activities in the
accompanying GWFS. These are activities generally financed through taxes,
intergovernmental revenues and other non€xchange revenues that can be used to
support the Municipality's programs or services_ These governmental activities are
also generally reported in the cFFS.

The lvunicipality has no fiduciary activities, which are those in which the Municipality
would be holding or managing net assets for specific individuals or other external
parties in accordance with trust agreements or other custodial arrangements. ln
addition, the lvunicipality has no operations or activities that are flnanced and
operated in a manner similar to private business enterprises, where the costs of
providing goods or services to the general public (expenses, including depreciation) is
financed primarily through user charges; or where the governing body has decided that
periodic determination of revenues earned, expenses incurred, and/or net income is
appropriate for capital maintenance, public policy, management control, accountability,
or other purposes.
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d) Governmental Fund Financiat Statements

A fund is a flscal and accounting entity consisting of a self-balancing set of accounts
used to record assets, liabilities and residual equities, deficits or balances, and
changes therein, whlch are segregated for the purpose of carrying on specific activities
or attaining certain objectives in accordance with GAAP and/or special regulations,
restrictions or limitations.

The accompanying GFFS are composed of: (1) the balance sheet - governmental
funds, and (2) the statement of revenues, expenditures and changes in fund balances
- governmental funds.

These financial statements report the financial position and results operations of the
lVunicipality's governmental funds by presenting sources, uses and balances of current
financial resources. Some of these financial statements have a budgetary orientation
and focus primarily on: (1) the Municipality's major governmental funds, as defined
below, (2) the fiscal accountability and (3) the individual parts of the Municipatity,s
government. Fiscal accountability represents the M unicipa lity,s responsibitity to justiry
that its actions in the current fiscal year have complied with public decisions
concerning the raising and spending of public moneys in the short term (generally one
fiscalyear).

The accompanying GFFS segregate governmental funds according to their intended
purpose and are used in demonstrating compliance with legal, financial and
contractual provisions. The minimum number of governmental funds is maintained
consistent with legal and self-imposed managerial requirements established by the
lvunicipality. For financial reporting purposes, the Municipality classifies its
governmental funds within the following calegories:

. Ceneral fund - The general fund is the lvlunicipality's main operating fund and a
major governmental fund, as defined below, used to account for all financial
resources and governmental activities, except for financial resources required to be
accounted for in another fund. ltis presumed thatthe Municipality's governmental
activities have been reported in the general fund except for transactions for which
one of the following compelling reasons has required the use of another fund: (1)
legal requirements, (2) GAAP requirements or (3) the demands of sound financial
administration requiring the use of a governmental fund other than the general
fund.
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. Debt serulce fund - The debt service fund is a major governmental fund, as defined
below, used by the lvlunicipality to account for the accumulation of resources for,
and the payment of, principal and interest for: (1) bonds payable for which debt
service payments are legally mandated to be accounted for in a debt service fund
and/o( (2) bonds payable or any generat tong-term debt for which the Municipality
is being accumulating flnancial resources in advance to pay principal and interest
payments maturing in future years. During the fiscal year ended June 30, 2010,
the financial activity accounted for in the debt service fund was specifically related
to bonds and notes payable.
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The outstanding balance of general long-term debts for which debt service
payments do not involve the advance accumulation of resources (such as notes
payable, obligations under capital leases, accrued compensated absences, accrued
legal claims and judgments and the federal cost disallowances) are only accounted
for in the accompanying statement of net assets. The debt service payments of
such debts are generally accounted for as debt service - principal and debl service
- interest expenditures in the generalfund.

. Le4islative joint rcsolutions fund - the joint resolutions fund is a major
governmental fund, as defined below, used by the lvunicipality to account for
revenues derived from state legislative assignments and contributions that are
legally restricted for a wide range of community development activities directed
toward revitalizing neighborhoods, economic development, and providing improved
community facilities and services.

. Capltal improvemerfs funds - Capital improvements fund is a major governmental
fund, as defined below, used to account for the financial resources used for the
acquisition, construction or improvement of major capital facilities and other
assets. Significant capital outlays financed from proceeds of general obligation,
public improvement or special obligation bonds accounted for also in the capital
improvements funds.

The use of the capital improvements funds has been reserved only for major capital
acquisitions, construction or improvement activities that would distort financial
resources trend data if not reported separately from the other Municipality,s
operating activities. The routine purchases of minor capitalize assets (such as
furniture, office equipment, vehicles and other minor capital assets or
improvements) have been reported in the governmental fund from which financial
resources were used for the payment,
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. Specral rcvenue funds - The special revenue funds are non-major governmental
funds, as defined below, used by the Municipality to account for revenues derived
from grants, contributions or other revenue sources that are either self_restricted by
the Municipality or legally restricted by outside parties for use in specific purpose;
(except for revenues that are earmarked for expenditures in major capital
improvements which are accounted for in the capital improvement funds). The
uses and limitations of each special revenue fund are specified by municipal
ordinances or federal and state statutes. However, resources restricted to
expenditure for purposes normally financed from the general fund are reported in
the Nlunicipality's general fund provided that all applicable legal requirements are
appropriately satisfied. ln this case, a special revenue fund to account for such
kind oftransactions will be used only if legally mandated.

The focus of the GFFS is on major governmental funds, which generally represent the
lvlunicipality's most important funds. Accordingly, the tvlunicipality is required to
segregate governmental funds between major and non-major categories within the
GFFS. tvlajor individual governmental funds are reported individually as separate
columns in the GFFS, while data from all non-major governmental funds are
aggregated into a single column, regardless offund type.

By definition, the Municipaljty's general fund is always considered a major
governmental fund for financial reporting purposes. ln addition, any other
governmental fund is classified as a major governmental fund in the GFFS if its total
assets, liabilities, revenues or expenditures of that individual governmental fund are at
least 10 percent of the corresponding etement total (assets, liabilities, revenues or
expenditures) for all governmental funds. For the purposes of applying the
aforementioned major fund criteria, no eliminations of inter-fund balances have been
made. Total revenues for these purposes means all revenues, including operating and
non-operating revenues (net of allowances for uncollectible accounts), except for other
financing sources. Total expenditures for these purposes mean all expenditures,
including operating and non,operating expenditures, except for other financing uses.

Based on the aforementioned criteria, the Municipality's major governmental funds
reported in the accompanying GFFS are: (1) the general fund, (2) the debt service fund,
(3) the joint resolutions fund and (4) the capital improvements fund.

The capital improvements fund is a major capital improvements fund used to account
for the receipts and disbursements of the proceeds arising from the issuance of
general obligation and permanent improvement serial bonds used in the acquisition,
construction or improvement of major capital facilities and assets.
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The legislative joint resolutions fund is a major capital improvements fund used to
account for financial resources that are received from the state legislature for use in
the acquisition, construction or improvement of major capital facilities and assets.

The accompanying GFFS are accompanied by other statements and schedules
required by GMP: (1) the reconciliation of the balance sheet _ governmental funds to
the statement of net assets, and (2) the reconciliation of the statement of revenues,
expenditures and changes in fund balances - governmental funds to the statement of
activities.

e) Measurcment Focus and Basis of Accountinl

Government-wide financial statements - The accompanying GWFS are prepared using
the economic resources measurement focus and the accrual basis of accounting.
Subject to the additional rules and limitatjons detailed below, revenues (including
interest on deposits) are generally recorded when earned and expenses are generafiy
recorded when a liability is incurred, regardless of the timing of related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange
and exchange]ike transactions are generally recorded when the exchange takes place.
ln exchange transactions, each party to the transacton receives and gives up
essentially equal values. An exchang+like transaction is one in which there is an
identifiable exchange and the values exchanged, though related, may not be quite
equal. Nevertheless, the exchange characteristics of the exchange-like transaction are
strong enough to justify treating it as an exchange for accounting purposes (examples
include certain charges for services and miscellaneous revenues, which are recorded
as revenues when collected because they are generally not measurable until actually
received).

All revenues, expenses, gains, Iosses and assets resulting from non-exchange
transactions are recorded using the criteria set forth by GASB Statement No. 33,
Accounting and Financial Reporting for Non-exchange lransactions (GASB No. 33).
GASB No. 33 established accounting and reporting standards for non-exchange
transactions involving cash and financial or capital resources (for example, most taxes,
grants and private donations). ln a non-exchange transaction, the Municipality gives
(or receives) value without directly receiving (or giving) equal value in return. This is
different from an exchange transaction, in which each party receives and gives up
essentially equal values. According to GASB No. 33, the N4unicipality groups its non-
exchange transactions into the following four classes in the accompanying basic
financial statements: (a) derived tax revenues, (b) imposed non-exchange revenues, (c)
government mandated non-exchange transactions, and (d) voluntary non,exchange
transactions.
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In the case of derived tax revenue transactions, which result from assessments the
Municipality places on exchange transactions, receivables and revenues are recorded
when the underlying exchange has occurred.

ln the case of imposed non-exchange revenue transactions (such as property taxes
and municipal license taxes), which result from assessments made by the Municipality
on nongovernmental entities, including individuals, other than assessments on
exchange transactions, receivables are generally recorded in the period when an
enforceable legal claim has arisen. property taxes and municipal license are generally
recorded as revenues (net of amounts considered not collectible) in the fiscal year
when resources are required to be used or the first fiscal year that the use of the
resources is permitted.

Government-mandated non-exchange transactions (such as grants and contributions)
result when a government at one level (such as the federal or state government)
provides resources to the lvlunicipality and the provider government requires the
lvlunicipality to use those resources for a specific purpose or purposes established in
the provider's enabling legislation. ln these type of transactions, receivables and
revenues are generally recorded when all eligibility requirements imposed by the
provider have been met. For the majority of grants, the Municipality must expend
resources on the specific purpose or project before the provider reimburses any
amounts. Revenue is, therefore, generally recognized as qualifying reimbursable
expenditures are incurred.

Voluntary non-exchange transactions (such as donations and certain grants and
entitlements) result from legislative or contractual agreements, other than exchanges,
willingly entered into by two or more parties. ln these types of transactions,
receivables and revenues are generally accounted for in the same manner as
government-mandated non-exchange transactions discussed above. Events that are
neither exchange nor non€xchange transactions are recorded when it is probable that
a loss has been incurred and the amount of loss is reasonably estimable.

Receipts of any type of revenue sources collected in advance for use in the following
fiscal year are recorded as deferred (unearned) revenues.

According to GASB No. 34, all general capital assets and the un-matured long_term
liabilities are recorded only in the accompanying statement of net assets. The
measurement focus and the basis of accounting used in the accompanying GWFS
differ signiflcantly from the measurement focus and basis of accounting used in the
preparation of the accompanying GFFS. Therefore, the accompanying GFFS include
reconciliations, as detailed in the accompanying table of contents, to better identify the
relationship between the GWFS and the GFFS.
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Governmental fund financial statements - The accompanying GFFS are reported using
the current financial resources measurement focus (flow of current financial
resources) and the modified accrual basis of accounting. Accordingly, the
accompanying statement of revenues, expenditures and changes in fund balances -
governmental funds, reports changes in the amount of financial resources available in
the near future as a result of transactions and events of the fiscal year reported.
Therefore, revenues are generally recognized as soon as they are both measurable and
available. Revenues are considered to be available when they are collectible within the
current fiscal year or soon enough thereafter to pay liabilities of the current fiscal year.
For this purpose, the Municipality considers most revenues to be available if collected
within 90 days after June 30, 2010, except for property taxes for which the availability
period is 60 days. Revenue sources not meeting this availability criterion or collected in
advance are recorded as deferred (unavailable) revenues at June 30, 2010.

The principal revenue sources considered susceptible to accrual include property
taxes, municipal license taxes, construction excise taxes, intergovernmental grants and
contributions, interest on deposits and charges for services. These principal revenue
sources meet both measurability and availability criteria in the accompanying GFFS,
except for amounts recorded as deferred (unavailable) revenues.

ln a manner similar to the GWFS, but subject to and limited by the availability criteria
discussed previously, all revenues, expenses, gains, losses, assets and liabilities
resulting from exchange and exchange-like transactions are also generally recorded
when the exchange takes place. Accordingly, certain charges for services and
miscellaneous revenues are recorded as revenues when collected because they are
generally not measurable until actually received.

All revenues, expenses, gains, losses and assets resulting from non-exchange
transactions are recorded in a similar manner to the GWFS, using the previously
discussed criteria set forth by GASB No. 33 for non-exchange transactions, but subject
to and limited by the availability criteria discussed above. Accordingly, property tax and
municipal license tax receivables are also generally recorded in the fiscal year when an
enforceable legal claim has arisen while property tax and municipal license tax
revenues (net of amounts considered not collectible) are also generally recorded in the
fiscal year when resources are required to be used or the first flscal year that the use
of the resources is permitted. Receivables and revenues from federal and state grants
and contributions, donations and entilements are also generally recorded when all
eligibility requirements imposed by the provider have been met (generally, as qualifying
reimbursable expenditures are incurred).
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lnterest on deposits is recorded when earned only if collected within 90 days after the
fiscal yearend since these revenues would be considered both measurable and
available.

Pursuant to the provisions of GASB lnterpretation No. 6, Recognition and
Measurement of Certain Liabilities and Expenditures in Governmental Fund Financiat
Staternents (GASBI No. 6), in the absence of an explicit requirement (i.e., the absence
of an applicable modiflcation, discussed below) the lMunicipality generally accrues a
governmental fund liability and an expenditure (including salaries, professional
services, supplies, utilities, etc.) in the period in which the government incurs the
liability, to the extent that these liabilities are normally expected to be liquidated in a
timely manner and in full with current available financial resources. GASB No. 6
modified the recognition criteria for certain expenditures and liabilities reported under
the modified accrual basis of accounting prior to GASB No.34, and clarified a number
of situations in which the Municipality should distinguish between governmental fund
liabilities and general long,term liabilities. Therefore, the accompanying balance sheet
- governmental funds generally reflects assets that will be converted into cash to
satisfy current liabilities. Long-term assets and those assets that will not be converted
into cash to satisfy current liabilities are generally not accounted for in the
accompanying balance sheet - governmental funds. At the same time, long - term
liabilities (generally, those un-matured that will not require the use of current financial
resources to pay them) are not accounted for in the accompanying balance sheet -
governmental funds.

Modifications to the accrual basis of accounting in accordance with GASB No. 6
include:

. Principal and interest on bonds payable are recorded when they mature {when
payment is due), except for principal and interest due on July 7, 2OLO, which have
been recorded as governmental fund liabilities at June 30, 2010, which is the date
when resources are available in the debt service funds (generally, .rune 3O).

. Notes payable, claims and judgments, and compensated absences are recorded
only when they mature (when payment is due).

. Certain accounts payable, intergovernmental payables and other accrued tiabilities
not due and payable or not normally expected to be liquidated in full and in a timely
manner with available and expendable financial resources are recorded in the
accompanying statement of net assets. Such liabilities are recorded in the
governmental funds when they mature.
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. Executor purchase orders and contracts are recorded as a reservation of fund
balance in the cFFS.

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

f) Unrcstricted And Restricted Deposits

The Municipality's deposits are composed of: (1)cash on hand, (2)demand deposits in
commercial banks, and (3) demand deposits in the Government Development Bank for
Puerto Rico (fiscal agent).

Under the laws and regulations of the Commonwealth of puerto Rico, public funds
deposited by the l\4unicipality in commercial banks must be fully collateralized for the
amounts deposited in excess of the federal depository insurance generally provided
by the Federal Deposits lnsurance Corporation (FDIC). Agents designated by the
Commonwealth's Secretary of the Treasury, but not in the N4unicipality,s name hold all
securities pledged as collateral.

Cash with fscal agent in the debt service fund consists of cash related to property tax
collections amounting to $1,943,619, which is restricted for the payment of the
Municipality's debt service, as required by law. Cash with fiscal agent jn the capital
improvements fund, amounting to $1,840,629 consists of unspent proceeds of bonds,
which are restricted for the acquisi on, construction or improvement of capital assets.

Restricted cash in commercial banks, amounting to $611,870 in the capital
improvements fund represents mainly the balance of interest and non-interest bearing
accounts restricted to finance the operations of certain federal and state funded
programs.

9 Unrestrlcted And Rest cted Accounts Receivable

Accounts receivable consist of all revenues earned but not collected at June 30, 2010.
These accounts receivables are stated net of estimated reserved for doubtful
accounts, which are determined based upon past collection experience, historical
trends, current economic conditions and the periodic aging of accounts receivable.
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Activities among governmental funds that are representative of lending/borrowing
arrangements outstanding at the end of the fiscal year are referred to as either "due
tofrom other funds" (i.e. the current portion of inter-fund loans) or "advances tofrom
other funds" (i.e., the nonrurrent portion of inter-fund loans), as applicable. All other
outstanding balances between funds are reported as "due tolfrom other funds."

ti) Capita, Assets

Capital assets used in governmental activities include land and land improvements,
buildings, structures and building improvements, machinery and equipment (including
equipment held under capital leases), furniture and fixtures, licensed vehicles,
construction in progress, and infrastructure. These assets are capitalized and reponed
in the accompanying statement of net assets. lnfrastructure assets are generally
stationary in nature and include roads, bridges, streets and sidewalks, drainage
systems and other similar assets.

For financial reporting purposes, the Nrunicipality defines capital assets as assets with
an individual cost basis of $500 or more at the date of acquisition, construction or
improvement, and with useful lives extending beyond one year. All assets with
individual costs under $500 or with useful lives not exceeding one year, are charged
directly to expense in the government-wide statement of activities. ln the
governmental funds, all capital assets are recorded as capital outlays (expenditures),
while all assets with individual costs under $5O0 are recorded as expenditures in the
corresponding function/ progtam identified with the asset.

ln the statement of net assets, all capital assets are recorded at cost or estimated
historical cost if actual cost was unavailable, except for donated capital assets, which
are recorded at their estimated fair value at the date of donation. Estimated historical
costs based on deflated current costs were used to value a significant portion of the
infrastructure constructed or acquired prior to June 30,2003 and certain lands,
buildings, structures and building improvements. The method used to deflate the
current costs with an approximate price index was used only in the case of certain
items for which the historical cost documentation was not available, Actual historical
costs were used to value the infrastructure acquired or constructed after June 30,
2003 as well as, construction in progress, machinery and equipment and licensed
vehicles acquired prior or after such date.
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lMajor outlays for capital assets and improvements are capitalized in the statement of
net assets as projects are constructed. The costs of normal maintenance and repairs
that do not add value to the asset or materially extend capital asset lives are not
capitalized. Depreciation and amortization expense is recorded only in the government-
wide statement of activities. However, there is no depreciation or amortization
recorded for land and construction in progress. Depreciable capital assets are
generally depreciated or amortized over their estimated useful lives under the straight-
line method, except for machinery and equipment held under capital leases which is
depreciated over the shorter of its estimated useful life or the lease term. The
estimated useful lives of major capital asset categories are:

Description
Land improvements
Buildings, structures and building improvements
lnfrastructure
N4otor vehicles
Furniture, fixtures, machinery and equipment,

excluding those held under capital leases
Equipment held under capital leases

Usefulvears
20

30 to 50
20 to 50

5

5to20
3to5

Depreciation and amortization expense of capital assets is recorded as a direct
expense of the function/program specifically identified with the asset. Depreciation
and amortization of infrastructure is not allocated to various functions/programs but
reported as direct expenses of the urban and economic development function.

i) Deferred Revenues

ln the GFFS, deferred revenue arises when one of the following situations occur:

. Potential revenue does not meet both the "measurable" and "available" criteria for
revenue recognition in the current period (reported as "earned but unavailable
revenue' in the accompanying balance sheet -governmental funds). As previously
discussed, available is defined as due (or past due) at June 30, 2010 and collected
within 90 days (60 days for property taxes) thereafter to pay obligations due at June
30. ln subsequent periods, when both criteria (measurable and available) are met,
the liability for deferred revenue is removed and revenue is recognized.

. The [Iunicipality receives resources before it has a legal claim to them (reported as
"unearned revenue' in the accompanying balance sheet-governmental funds). ln
subsequent periods, when the revenue recognition criterion is met, the liability for
deferred revenue is removed and revenue is recognized.
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Deferred revenues at the government wide level arjse only when the Municipality
receives resources before it has a legal claim to them (reporte d as "unearned revenue,
in the accompanying statement of net assets). No "earned but unavailabte revenue" is
accounted for in the accompanying statement of net assets.

j) CompensatedAbsences

Compensated absences are accounted for under the provisions of Statement No. 16,
Accounting fot Compensated Absences, issued by GASB (GASB No. 16). Compensated
absences include paid time off made available to employees in connection with
vacation, sick leave and compensatory time. The liability for compensated absences
recorded in the accompanying statement of net assets is limited to leave that (1) is
attributable to services already rendered on or before June 30, 2O1O and (2) is not
contingent on a specific event that is outside the control of the lvunicipality and the
employee (such as illness). Compensated absences that relate to future services or
are contingent on a specific event outside the control of the employer or the employee
are accounted for in the period when those services are rendered or those events take
place.

The liability for compensated absences includes satary-related costs, which are directly
and incrementally related to the amount of salary paid to the employee (such as
employer's share of social security taxes and Medicare taxes).

The vacation policy of the N4unicipatity provides for the accumulation of regular
vacations at a rate of 2.5 days per month (30 days per fiscal year) per employee.
Employees accumulate regular sick leave at a rate of 1.5 days per month (1g days per
fiscal year). Employees accumulate compensatory time at a rate of 1.5 times the
overtime worked. All vacation and sick leave days accumulated by employees in
excess of 30 days and 90 days, respectively, are paid to employees each fiscal year, if
not consumed, as required by law. ln the case of compensatory time, the excess of
240 hours is paid to employees each fiscal year, if not consumed.

Upon termination of employment, an employee receives compensation for all
accumulated unpaid regular vacation leave at the current rate. ln the case of regular
sick leave, if the employee terminates his or her employment before reaching 10 years
of services, such regular sick leave ls not paid to the employee, if not consumed. ln
addition upon termination of employment, an employee does not receive
compensation for compensatory time, if not consumed previously.
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After 10 years of services, any regular sick leave balance is paid to the employee.
Accumulated vacation time is fully vested to the employee at any time.

The liabirity for compensated absences is reported in the statement of net assets. A
liability for compensated absences is reported in the GFFS only when matured (when
payment is due), for example, as a result of employee resignations or retirements.

k) Long-Tetm Debt

The long-term liabilities reported in the accompanying statemenls of net assets include
the lvunicipality's bonds payable; notes payable, obligations under capital leases,
accrued compensated absences and accrued legal claims and judgments.

All long-term debt to be repaid from governmental resources is reported as tiabilities in
the accompanying statement of net assets. principal and interest payments on bonds
due on July 1, 2010 have been recorded as governmental fund li;biiities in the GFFS
when resources were available in the debt service fund (June 30, 2O1O). lntheGFFS,
the face amount of debt issued (gross debt reported) is reported as other financing
sources when issued.

ln the GWFS debt issuance costs have been capitalized and reported as deferred
charges, which are being amortized under the straight_line method over the life of the
debt. ln the GFFS, such costs are recorded as expenditures as incurred.

Non-interest bearing notes payable are accounted for under the provisions of Opinion
No. 21, /nterest on Receivabtes and payables, issued by the Accounting principles
Board (APB No. 21). According to ApB No. 21, the N4u;icipatity has recorded such
notes at present value with an imputed interest rate that approximates the rate that
would have been used, using the same terms and conditions, lf it had been negotiated
by an independent lender. ln the accompanying statement of net assets. such notes
payable are reported net of the applicable unamortized discount, which is the
difference between the present value and the face amount of the notes. The discount
is amortized over the life of the notes using the effective interest method. Amortization
of the notes discount is recorded as part of interest expense in the statement of
activities. ln the GFFS, notes discount is recognized as other financing uses during the
current period.
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l) AccounfinE Fot penslon Costs

For the purpose of applying the requirements of GASB Statement No.27, Accountingfor Pensions by State and Local Government Emptoyers (GASB No. 27), th;
Commonwealth is considered to be the sponsor of the irptoy""", Retirement Systemof the Government of the Commonwealth of puerto Ric; (formerly Employees,
Retirement System of the Government of puerto Rico and lts lnstrumentalities) aERS)and System 2000, a multi€mployer cost-sharing defined benefit pension plan and a
hybrid. defined contribution plan, respectively, in which the employees of the
Municipality participate. The t unicipality is considered a participant, and not a
sponsor, of these retirement systems since the majority of the participants in the
aforementioned pension trust funds are employees of ihe Commonwealth and the
basic financial statements of such retirement systems are part of the financial
reporting entity of the Commonwealth. Accordingly, no portion of the net pension
obligation (NPO) related to ERS has been aflocated to the N4unicipality in the
accompanying basic financial statements. The basic financial statements of the
Commonwealth report the total amount of the net pension obligation of ERS, including
any amount that may correspond to the lvlunicipality.

The lMunicipality accounts for pensjon costs from the standpoint of a participant in a
multipleemployer cost-sharing plan. Accordingly, pension costs recognjzed in the
accompanying basic financial statements are equal to the statutorily required
contributions, with a liability recorded for any unpaid required contributions.

m) Risk Management

The Municipality carries commercial insurance covering casualty, theft, tort cJaims and
other losses. lnsurance policies are negotiated by the Commonwealth,s Department of
Treasury (the Department of Treasury) on behalf of all municipalities of puerto Rico.
The Department of Treasury pays the insurance premiums on behalf of the N4unicipality
and then is reimbursed each fiscal year through monthly equal payments deducted
from the lvlunicipality's gross property tax collections made by the Municipal Revenue
Collection Center ("CRlM", by its Spanish acronyms), a governmental entity responsible
for billing and collecting property taxes on behatf of alt municipatities of puerto Rico.

The Municipality carries insurance coverage for death and bodily injuries caused by
automobile accidents. This insurance is obtained through the Automobile Accidents
Compensation Administration (ACAA), a component un ;f the Commonweatth. This
insurance is compulsory for all licensed vehicles used on public roads and highways in
Puerto Rico. The annual premium applicable at June 30, 2O1O is $35 pei ticenseO
motor vehicle, which is paid direcfly to ACM.
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The Municipality obtajns workers, compensation insurance coverage through the Statelnsurance Fund corporation (srFc), a component unit oiine i'ommonwearth. Thisrnsurance covers workers against injuries, disability or death because of work oremproyment-rerated accidents, or because of ilness suffered as a consequence oftheir employment. workers, compensation insurance premiums aie atso paid throughmonthly deductions made by CRIM from the Municipality,s gross property tax
collections.

The Municipality obtains unemptoyment compensation, non_occupational disability,
and drivers' insurance coverage for its employees through various insurance programs
administered by the commonwearth's Department of Labor and Human Resources(DOL). These insurance programs cover workers against unemployment and provide
supplementary insurance coverage for temporary dGability, or deaih because of work
or employment-rerated accidents or because of ilness suffered as a consequence oftheir emproyment. unemproyment compensation, non-occupationar disabirity and
drivers' insurance premiums are paid direcfly to DOL on a cost reimbursement basis.

The Municiparity arso obtains medicar insurance coverage from severar hearth
insurance companies for its employees. Different health insurance coverage andpremium options are negotiated each year by the Department of Treasury on behalf ofthe Municipality. The current insurance poricies have not been canceled or terminated
at June 30, 2010. premiums are paid on a monthly basis direc y to the insurancecompany. ln the past three years, the lvunicipality has not sltfled claims that
exceeded insurance coverage.

n) Reseruations Of Fund Batances

Reservations of fund balances represent portions of fund balances in the GFFS that
are legally segregated for specific future uses or are not appropriated for expenditure.
The lvluniciparity has recorded the fofiowing types of reservations of fund barances in
thC GFFS:

' Encumbrances - Represent reservations of fund barances for commitments reratedto unperformed (executor) contracts for goods or services (future expenditures
under purchase orders, contracts and other commitmentsj. These commatted
amounts represent reservations of unexpired appropriations and generally will
become liabilities in future fiscal years as the goods or services are received.
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. Debt seryice - Represent fund balances available and restricted to cover future
debt service payments (principal and interest) on bonds payable, which are
accounted for in the debt service fund.

. Capital improvements - Represent the reservation of financial resources that are
restricted for the acquisition, construction or improvement of major capital assets
under contracts and other commitments. These amounts are accounted for in the
capital improvements funds.

. lnter$ovemmental erants and contrtbutions - Represent financial resources set
aside for use in federal and state grant programs.

The Municipality reports resources constrained to stabilization as a specified purpose
(restricted or committed fund balance in the generalfund) only if: (1) such resources
meet the other criteria for those classifications, as described above and (2) the
circumstances or conditions that signal the need for stabilization are identified in
sufficient detail and are not expected to occur routinely. However, the Municipality
has not entered into any stabilization-like arrangements, nor has set aside material
financial resources for emergencies and has not established formal minimum fund
balance amounts as of and for the fiscal year ended June 30, 2010.

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

The Municiparity has the folowing types of reciprocar and non-reciprocar inter-fund
activities recorded among governmental funds in the accompanyinjCffS:

. lnter-fund loans - Represent resources (assets) provided by one governmentatfund
to other governmental fund with a requirement and commitmEnt for repayment
(reimbursement), which are recorded as ?ue i/om" in the lender govern mental fund
and ?ue to" in the borrower governmental fund. lnter_fund rece]vabtes, which arenot considered to be currenfly available financial resources, are reported as"advances". For amounts not expected to be coliected, inter_fund
receivables/payables are reduced to their estimated realizable (setflement) value,
and the portion ofthe inter,fund loan that is not expected to be repaid is reported as
a'transfer-in" frcmlhe governmental fund that provided the loan.

. lnter-fund transfers (transfereln/(oot)) _ Represent flows of assets (permanent
reallocation of financial resources among governmental funds) without equivalent
flows of assets in return and without a requirement for repayment. Transfers are
repgrtgd gf "other financing uses" in the governmental fund making transfers and
as "other financing sources" in the governmental fund receiving transfers.

. lnterfund reimbutsemenb - Represent repayments (reimbursements) from thegovernmental fund responsible for particular expenditures or expenses to thegovernmental fund that initially paid for them.

ln the GFFS, inter-fund activity has not been eliminated, as permitted by GMp.

p.) Use of Est'mates

The preparation of the accompanying basic financial statements in conformity with
GMP requires management to make significant estimates and assumptions that affect
the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the basic financial statements, and the reporteO amounts of
revenue and expenses during the reporting period. Actual results could differ from
those estimates.
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q) Future Adoption of Accounting, pronouncemen:G

The GASB has issued the folowing statements that have eftective dates after June 30,20\Oi

a. GASB Statement No.54, Fund Balance Reporting and Governmentat Fund
Type Definitions, which is effective for periods beginning after June 15, 2010,
with early implementation encouraged.

b. GASB Concepts Statement No. 5, Service Efforts and Accomptishments_ an
Amendment of GASB Concepts Statements No. 2. This Statement provides a
framework to be used by the GASB in considering guidance for reporting SEA
by state and tocal governmental entities and am;;ds terminology and;ther
information in GASB: CS_2

The impact of these statements on the Ny'unicipaljty,s basic financial statements has notyet been determined.

2. CASH AND CASH EQUTVATENTS

The Municipality maintains its deposits in various commercial banks located in puerto Rico
and the Government Devetopment Bank for puerto Rico (cDB). proceeds from bonds andfunds related to certain grant awards are required by law io be held with CDB.

On July 1, 2005, the [4unicipatity adopted the provisjons of GASB Statement No. 40 (cASB
No. 4o), Deposrt and tnvestment Risk D'tscrosure, an Amendment to clsa statement lvo.3., This statement requires that state and local governments disclo;e essentiat risk
information about deposits and investments. The disalosure requirements coverfour mainareas: (1) credit risk, (2) interest rate risk, (3) custodiat credit risk, and (4) foreign
exchange exposure.

. Credit risk - This is the risk that an issuer or other counterparty to an investment willnot fulfill its obligations. ln compliance with the laws and regutations of the
Commonwealth, the Municipality has adopted, as its custodial and creiit risk policy, theStatement of lnvestment cuidetines for the Government of tii iinmonweattn otPuerto Rico. Accordingly, the lvunicipality invests only in obijgations of theCommonwealth, obligations of the United States of Americ;, certificates of deposit,commercial!aper, bankers, acceptances, or in pools of obligations of the municipatitiesof Puerto Rico, which are managed by GDB. Accordin-g to the aforementioned
investment guidelines, the N4unicipality does not invest in mirketable securities or any
other types of investments for which credit risk exposure may be significant. Therefore,
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the lvluniciparity's management has concruded that the credit rrsk rerated to anypossible loss related to defaults by commercial banks on the Municipality,s deposits ar;
considered low at June 30, 2010.

' rnterest rate risk - This is the risk that changes in interest rates of debt investments wi
adversely affect the fair value of an investment. The N4unicipality manages its exposureto declines in fair varues by: (1) not incruding debt investmlnts in its investment
portfolio at June 30, 2010, (2) limiting the weighted average maturity of its investments
to three months or less, and (3) keeping most of its bank deposits in interests bearing
accounts generating interests at prevailing market rates. Therefore, the l\Iunicipality,;
management has concruded that at June 30, 2010, the interest rate risk associated
with the l\4unicipality's cash and cash equivalents is considered low.

. Custodial credit risk - In the case of deposits, this is the risk that in the event of a bank
failure, the Municipality's deposits may not be recovered. pursuant to the statement of
lnvestment Guidelines for the Government of the Commonweatth of puerto Rico the
balances deposited in commercial banks by the Municipality are insured by the Federal
Deposjt lnsurance Corporation (FDIC) generally up to a maximum of $i5O,OOO per
depositor. ln addition, public funds deposited in commercial banks by the Municip;lity
are fully collateralized for the amounts deposited in excess of the federal depository
insurance. AII securities pledged as collateral are held, in the Municipality,s name, bithe agents of the Commonwealth,s Secretary of Treasury. Deposits with cDB are
uninsured and uncollateralized. However, no losses relatld to defaults by GDB on
deposit transactions have been incurred by the lMunicipality through June iO, ZO1O.
Therefore, the Municipality's management has concluded that at.tine 30, 2010, the
custodial credit risk assocjated with the Municipality,s cash and cash equivalents is
considered low.

. Fotei{n exchantse risk - The risk that changes in exchange rates will adversely affect
the value of an investment or a deposit, According to thtaforementioned investment
guidelines, the lVunicipality is prevented from invesiing in foreign securities or any other
types of investments for whjch foreign exchange risk expoJure may be significant.
Accordingly, management has concluded that th; foreign exchange riik related to the
Municipality's deposits is considered low at June 30, 2OiO.

The ltlunicipality's bank balances in commerciat banks of $3,612 in the generat fund
were fully collateralized at June 30, 2010. The $611,g70 in capital improvement fund,
$1,526,136 in tegistature joint resotutions fund, 

"ni $sSg,ozi in oth!r governmentat
funds, in commercial banks are restricted for specific purposes.
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The restricted deposits at GDB of $7,973 in the general fund, the $1.840.629 in the
capital improvements fund, the $1,943,619 that ia restricted for oeot serviceirnO anJthe $55,041 in other governmental funds are unsecured anO uncottateratized, as no
collateral is required to be carried by governmental banks.

3. RECEIVABLES

A. Munlcipal License Taxes

The Municipality is authorized by Act No. g1 to impose and collect municipal license taxes
to any natural or legal person having trade or business activities within the territory of Las
Piedras. This is a self-assessed tax generally based on the business volume of taxpayers,
measured by gross revenues. The lMunicipality establishes the applicable tax rates. At
June 30, 2010, the municipal license tax rates imposed by the N,iunicipality were 1.EOpercent for financial institutions and O.5O percent for other types of taxpayers. Any
taxpayers that have been granted \,vith a partial tax exemptio; under any of the tax
incentive acts of the Commonwealth ultimately pay municipal license taxes at reduced tax
rates, generally between 60 percent and 90 percent under standard rates.

Each taxpayer must assess the corresponding municipal license tax by declaring the
volume of business through a tax return filed every April 15, based on the actuat volume of
business (revenues) earned jn the preceding calendar year_ Taxpayers with a sales
volume of $1 million or more must include ,udited financial statements with their tax
return filings. The tax can be paid by the taxpayer in two equal installments due on July 15
and January 15, subsequent to the filing of the declaration on Aprit 15. The first
installment of the tax covers the six-month period ended December 31, subsequent to the
filing date of the declaration, while the second installment of the tax covers the six-month
period ended June 30 of the subsequent calendar year. lfa taxpayer elects to pay the tax
in full on the fiting date of the dectaration (genera y Aprit 15j, a S percent discount isgranted automatically on the totaltax amount due.

Any municipal license taxes collected in advance (that is, pertaining to a future fiscal year)
are recorded as unearned revenues in the GWFS and the GFFS. Total municipal license tax
receivable amounted to $94,031 at June 30, 2OLO. Defefted municipal license tax
revenues recorded in the accompanying GWFS and GFFS amounted to $g,Ogl,OOO 

"tJune 30,2010.
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B. Property Taxes

The Municipality is authorized by Act No. g1 to impose and collect property taxes from any
natural or legal person that, at January 1 of each calendar year: (1) is engaged in trade or
business and is the owner of personal or real property useO in tiade or business or (2)
owns residential real property with a value in excess of $15,OOO (at 1957 estimated
market prices).

CRIM js responsible for the billings and collections of real and personal propefty taxes on
behalf of the [runiciparity. prior to the beginning of each fiscar year, cRiM informs to the
Municipality the estimated amount of property tax expected to b; collected for the ensuing
fiscal year. Throughout the fiscal year, CRIM advances funds to the Municipality based o;
the initial estimated collection amounts for the fiscal year. CRIM is required by taw toprepare a settlement statement on a fiscal year basis, whereby a comparison is made
between the amounts advanced to the Municipality and the propLrty tax amounts actua y
collected from taxpayers on behatf of the Municipality during ihe fiscal year. Thi;
settlement has to be completed on a preliminary basis not l;ter than December 31
following the fiscal year end.

Personal property taxes are self-assessed by taxpayers every year using the book value ofpersonal property assets owned by the taxpayer at January 1 (assessment date) and
reporting such taxable value through a personal property tax return filed on lMay 15
subsequent to the assessment date. The total personal prope.ty ta, rate in force at June
30, 2010 was 6.00 percent (of which taxpayers pay 5.80 perce;t and the remaining O.2O
percent is paid by the Department of Treasury, as a subsidy).

Real property taxes are assessed by CRIN4. The assessment on real property is made
every January 1 and is based on estimated current values of the property, deflated to
1957 market prices, The total real property tax rate in force at June 3d, 2O1O was g.OO
percent (of which 7.80 percent is paid by taxpayers and the remaining O.2O percent is also
paid by the Department of Treasury, as a subsidy).

Residential real property occupied by its owner (not engaged in trade or business) is
exempt from property taxes only on the first $15,OOO oi the assessed value (at 1957
market prices). For exempt amounts, the Department of Treasury assumes the payment
of the basic tax (4.O0 percent and 6.00 percent for personat and real property,
respectively), except for property assessed for ress than $3,soo (at 1957 market pricei,
for which no payment is made by the Department of Treasury.
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According to Act No. 81, included within the total personal and real property tax rates of5-80 percent and 7.80 percent, respectively, there is a fevy of an annuaf special tax of1.03 percent of the assessed value of all reil and personal property nofexonerateo tromtaxation. This special tax is levied by the Commonwealth but L cottecteO by CntM.
Collections of this special tax are direcfly remitted by CRIM to the Commonweatn,s debt
service fund, for the payment of the general long-term debt of the Commonweatth.

ln addition, included within the total personal and real property tax rates of 5.80 percent
and 7,80 percent, respectively, there is a portion of the t;x rate in the amount of 2.OOpercent that is restricted for the Municipality's debt service requirements on bonds. Such
amounts are recorded in the Municipality,s debt service fund.

Furthermore, included within the total personal and real property tax rates of 5_gO percent
and 7.8o percent, respectivery, there is a portion of the tax raies that is recorded in the
lvunicipality's generat fund, of which a portion is restricted for the payment of: (1) the
insurance premiums acquired through the Department of Treasury,'(2) the monthly
contributions to CRlN4, which are statutorily required as the N4unicipaiity,s share of CRIIV
operating expenses, (4) statutory contributions to the puerto ilico Hearth Services
Administration (PRHSA), as the Municipality's share of the cost of the pubtic health
insurance coverage provided to quatifying low_income citizens, (5) certain notes payable to
CRIM and, (6) certain amounts due to certain agencies and'component units of the
Commonwealth, which are recorded within i;tergovernmental payabtes in the
accompanyrng GWFS and GFFS. The 0.20 percent of unrestricted personar and rearproperty taxes paid by the Department of rreasury as a subsidy is recorded in the
Municipality's general fund.

The Additional Lottery System of the Commonweatth (the Additional Lottery) is an
operational unit reported as an enterprise fund in the commonwealth,s basic financial
statements, which currently operates several betting alternatives to the citizens of puerto
Rico. The Additional Lottery is required everyfiscaly;ar to distribute a portion of its excess
of revenues over expenses as follows:

. Thirty five percent of its net earnings (defined as the excess of revenues over expenses
less an amount earmarked for the Fund for Rent and Home lmprovement Subsldy
Program for the Low-lncome euatifying Elderly) is earmarked to the municipalities of th;
Commonwealth, of which a maximum of $26 million, on an annual basis, is distributed
to the Municipal Equalization Fund held by CRlt!4 to cover operating expenses and
permanent improvements of the municipalities.
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. An additional amount not exceedjng $16 million, on an annual basis, is distributed tothe t\.4unicipal Equatization Fund, provided it is within the thtrty_tive percent
corresponding to the municipalities of the Commonwealth. When the accumulated
municipal appropriations from the municiparities' puerto Rico Hearth Reform are
covered up to June 30, 1997, these resources will be assigned to PRHSA.

At June 30, 2010, property taxes receivable recorded in the general and debt service fund
amounted to $ 2,001,446 and $ 130,465 respectively, net of a reserve for doubtful
accounts.

Property taxes are all considered susceptible to accrual if commonly collected within 60
days following the end of the fiscal period, unless unusual circumstances justify a greater
period. Ihe N4unicipality understands that the unusual criteria was ;et through the
approval of Public Act No. 71 by the Legislature of the Commonwealth of puert; Rico,
which established an incentive ptan for the payment of real and personal property taxdues, This.Act provides an amnesty to all property tax payers forgiving all penalties,
charges and interest of the unpaid principal of passiue property taxtr:abiii.ty. The period
that tax payers have to enjoy for such benefit orlginally was exte;dend through December
L3,2O7O. However, recent amendments to Act No. 71 would extend the amne$y even
further through N,tarch 31, 2Ol!. The unpaid property taxes covered under this Act are
those related to fiscalyea( 2OOg and earlier (for personal property) and for 2OOg and
earlier (for real property). This incentive plan justifies the extension of the collection
period for revenue recognition purposes from 60 days following June 30, 2O1O to lvarch
31, 2011as defined in NCGA tnterpretation 3.

C. Municipal sales and use tax

On July 29, 2007, an amendment to Act No. Il7 of )uly 4, 2006, known as the .,Tax
Fairness Act of 2006", was enacted with the purpose of;stablishing a mandatory sales
and use tax of 1.5% at the N4unlcipal Level, The N4 un ic jpalities;f puerto Rico are
responsible to collect 1% of the corresponding tax with the same exemptions and
limitations that the portion collected by the Treasury Department. The Act provides an
optional surtax on the un-process food. This surtax must be approved by the lMunicipal
Legislature.
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I19..Ti9r".r_ry Department is responsibte to create the N4unicipat Devetopment Fund(.-2%), the Municipal Redemption Fund (.2%)and the Municipat tnipiovements Fund (.1%)
with the remaining 0.5%.

N4unicipal sales and use tax receivable of $l)g,4:I2 in general fund represents filed
municipal sales and use tax returns that were uncollected-as of lune SO, 2010, net ofallowance for uncollectible accounts.

4. INTERGOVERNMENTAL GRANTS AND CONTRIBUTIONS

lntergovernmental receivable in general fund represents expenditures incurred not yet
reimbursed by other governmental entities. Following is a detail of the intergovernmental
receivable:

covernmentalEntitv

Depanment ofTreasury
Puerto Rico Etectric power authority
Governmental Development Bank of pueno Rico

Total

lntergovernmental receivable in the debt service fund represents
tax receivable at June 30,2010. Following is a detail of
receivables:

covernmentat Enritv

Department ofTreasury
Total

ProErEm Descriotton

Depanment of Labor
Community Development Block crantstate program
Others

Total

lntergovernmental receivable in other governmental funds represents expenditures
incurred not yet rejmbursed by the Federal government or the pass_through grantors.
Following is a detail of the intergovernmental receivable:

Amouni

$ 87,006
103,864
70.o99

$ 260869

Amount

$ 105,726
7,524,270
2.370.OOO

glt99-936

municipal sales and use
the intergovernmental

A4o!!!!
$ 3131a
L313.e
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5. INTERFUND TRANSACTION

The composition of inter-fund balances at June 30, 2O1O and for the fiscal year then ended is
as follows:

General
Capital Olher TotalDebt

Major govemmenta I tunds:

Ca pita I imorovements fund

Other govern menta I fu nds
Totat

L53,734

23.819
$ 23,a19 $ 153,734

39 $ 27a,455 432,22A

23.479
$ 39 $ 27A,455 456,447

TGnster in to otherfunds:

Transfe6 out from otherfun.rs:

Legislative

loint Othet
Resolulions Govemmenrat

Fund Funds

Capital Total

Major govemmenta I fu nds:

Ca pital im provemenrs fund

tegslative joint resotutjons f und
Other governmentat f unds

Totat

$ 54a,497
7,!LO,927

244,233
304,725

7L,2o6

$ 1,788,319
t,aLo,927

244,233
304,725

7 7,206

571.722 $ 633,000 $ 35.100

$ 2,279,588 S 571j22 $ 633,000 $ 35.100 $ 3,519.410
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6. CAPITAL ASSEIS

Capital assets those with an estimated useful live of one year or more from the time ofacquisition by the N4unicipality and a cost of $25 or more, a;e primarily funded through theissuance of long,term bonds and loans. A summary ot capitat asseS and changes
occurring in 2010, including those changes prrsruni to the implementation of GASBStatement No. 34, follows. Land and construction in progress 

"r" not arb.i"at to
depreciation:

Governmental activities:
Cost basis:

Capital assets, not being
depreciated/amortized:
Land
Construction in progrcss

Total capital assets, not being
deprec!atedl amortized

Capital assets, being
depreciated/amortized:
Bujldings, structures, and jmprovements
lnfrastructure
Land improvements
Vehicles, machinery and equipment, and
furniture and fixtures

Total capital assets, being
depreciated/amortized

Totat cost basis oI capital assets

Accumulated depreciation / amortization
Buildings,structures, and improvements
lnfrastructu re
Land improvements
Vehicle, machinery and equipment, and
furniture and fixtures

Total accumulated depreciation
Net capitalassets

3,315,312 160,913

Balahce at
begnning of
tiscalyear

$ 1,134,094
2,7A7,2La

Additions

Balahce at
end of

fiscal year

$
160,913

$ 1,134,094
2,342,137

3,476,225

8,386,608
13,289,725
12,399,078

7,597,673

465,068 8,851,676
1,580,939 14,a70,o64

- 72,399,078

236,136 7,833,749

(1,917,686)
(5,754,561)
(2,9!4,3O5)

(2,006,731)

lrrF azEO
__i9?e14!9

(64,L94)
(2L7,472j

(83,403)

176,706)

--144ri,5|
$2,001,341

47,672,424 2,282,!43

44,9A7,736 2,443,056

43,954,567

47,430,792

(1,981,880)
(5,971,973)
\2,997,7Oa)

e,o43,437)

ltup-34F0O
$34,395,794
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6. CAPTTAL ASSETS (CONTTNUED)

Depreciation and amortization expense for the fiscal year ended June 30, 2OlO was
charged to functions/programs in the accompanying staGment of activities as follows:
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$ 441.7 !5

7. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities at June 3O, 2O1O are summarized as follows:

Governmental activities:

General govehment

Public safety
Urban and economic development
Public housing and welfare
Culture, recreation and education

Tota I de preciatio n expense,governmenta I activities

$ 78,870

42,634
190,106
49,502
40,603

Capltal

Legtslative

Joint Debt Other Totat

Governmental Governmental

Funds Funds

lntergovernmental payabtes

$ 5,238,026 $

1\731\342

7,988 $ $ 232,089 $ 27,939 $ 5,506,042

L73\U2

$ 6,969,368 7,988 $ $ 232,089 $ 27.939 $ 7,2373A4

8. DEFERRED REVENUES

a. Municipal License Tax- The deferred revenues of $3,960,064 in the general fund
relates to revenues collected in fiscal year 2OO9-10 that will be earned in fiscal year
2070-71.
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8. DEFERRED REVENUES (CONTINUED)

b. Federal Grants- The deferred revenues presented in capital improvements fund
represents the portion of federal grants received for whici.l qualifying expenditures
have not been incurred. Deferred revenues from the pass_through grantors are as
follows:

Proqam Descripflon

Federal Transat Administration
Emergency l\ranagement performance GIant
Disaster Grants Public Assistance
Others

AtEgln!
$ 10,560

21,727
39.906
15.663

$ 87250

A!E9uE

$ 13,305

76.477

$ 42Ua

Total

The deferred revenues presented in
of federal grants received for which
Deferred revenues from the federal
follows:

other governmental funds represent the portion
qualifying expenditures have not been incurred.
government or the pass-through grantors are as

Program Descriotion

Child Care and Devetopment Btock Grant
Housing Opportunities for persons wjth Aids
Others

Total

9. LONG-TERM LIABILITIES

aabme at
be6,niin6 ot
fis.at yar

Bonds and Notes p€yabte $ 13,465.000
MuniciparRe€nueColectionCenteELrMS 2S!]A3
A.,!€nced propertytaes !.A2OJO2
compensated ab6ences L,42a324
Cra,ms andjudgemenrs 954,736

The general rong-term debt activity for the fiscar year ended June 30, 2010 is as folows:

v€t

$ 16,005,000
166.743
945.102

1456,050
954,735

'€ar
$ 97o,OOO

a5,ooo
175,000
935.732

$ 3,659,137

427,726

$'1,,1,19.737

a5,0oo
175,0O0

rotar $ 17.22o,s45 $4ps6E63 . 13?r-137 $ 79,92a,271 $2,1.65,732

Historically, the general fund has been used to liquidate certain notes payabte,
compensated absences, federal cost disa owances, obtigations under capital leases and
any other long-term liabilities other than bonds.
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9. LONGTERM LtABtLtTtES (CONTTNUED)

A. Debt Limltation

The Municipal-Legislature is legally authorized to approve the contracting of debts of theMunicipality. Nevertheress, the raws and reguration; of the commonwearth arso provide
that:

. Direct obligations of the Municipality (evidenced principa y by bonds and bond
anticipation notes) are backed by the full faith, credit and t;xing power of the
Municipality; and

. Direct obligations are not to be issued by the N4unjcipality if the amount of the principal
of, and the interest on, such bonds and bond anticipation notes (and on a bonds and
notes issued thereafter) which are payable in any fiscal year, together with any amount
paid by the N4unicipality in the preceding fiscal year on account of bonds or bond
anticipatjon notes guaranteed by the Municipality, exceed 10 percent of the total
assessed value of the property located within the lvlunicipality plus the balance of the
ad valorem taxes in the debt service fund, for bonds payabie and bond anticipation
notes to be repaid wjth the proceeds of property taxes restricted for debt service.

B. Bonds and Notes Payabte

The Municipality issues general obligation, special obligation and public improvement
bonds and notes to finance the acquisition, construction and imp;ovement of capital
assets, as well as, to finance certain operating needs, including the payment to suppliers
in certain circumstances.

The laws and regulations of the Commonwealth provide that the lvlunicipality,s public debt
will constitute a first claim on the available revenue of the Municlpality. public debt is
composed of bonds and notes payable. The good faith, credit and taxing power of the
Municlpality are irrevocably pledged for the prompt payment of the principal and interest
of bonds.

As describ-ed in Note 4, the [4unicipality levies an annual additional special tax of 2.OOpercent of the assessed value of personal and real property. The proceeds of this
additional- special tax are deposited in a sinking fund established at cDB whereby
sufficient funds are set aside to redeem the bonds payable of the Municipality in minimu;
annual or semiannual principal and interest payments. The collections of this special tax
are recorded in the Municipality,s debt service fund.

For financial reporting purposes, the outstanding barances of bonds represent the totar
principal to be repaid. Bonds and notes payabre are composed as folows at June 30,
207Oi
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9. LONOTERM LtABtLtTtES (CONTTNUED)

199+1996 seriat bonds (face amount of g5,O2S,OOO) due jn annuat principat anstalmentsranging from $115,000 to $5o5,OOo; ptus interests due i" .".;;;;;iti;;i;;;;; ,,variable rates i6.30% at June 30. 2010) through , uty, 1,2074
199&1999 serial bonds (face amount of g 3,O4O,OO0) due in annuat principat insta mentsranging from $45,00 to 245,OOo; plus interests du" in ."rni"nnirirry in"t"i.nuni. utvariable rates (4.30% atJune 30,2O1O)through Juty 1,2023
2OO0-20O1 seriat bonds (face amount of $49O,OOO) due in annual principat instaltmenB
liqiF fr9, 

.$^1O,00O.to $4O,OOO| ptus interests due in sem ian nua tty 
'instattments 

atvanaDre rates (4.3O% at June 30.2010)through Ja uary 1.2025
2OO7-2OO2 setiat bonds (face amount $765,000) due in annuat principat ansta ments
ranging from $10,000 to g60,000; ptus interests due in semian nua tty' instaliments atvariable rates (1.53% atJune 30, 2O1O)through J anuary t,2027
2OO7-2OO2 setiat bonds {face amount of $81O,OOO) due in annuaj principat insta mentsranging from $10,000 to g60,000; ptus interests due in semiannraly 'instarrments 

atvariable.ates (4.50% atJune 30,2010)through J anuary 7,2027
2002 2003 sedat bonds (face amount of $1,O3O,OOO) due in annual principat insta ments
ranginC from $20,0OO to $75,OOO; ptus interests due in semiannuaffy'instaffments atvariable rates (4.5O% atJune 30, 2O1O) through Juty 1, 2028
2003 2004 seriat bonds (face amount of $7BO,OOO) due in annual principat insta mentsrangi:'g from $55,000 to $10o,ooo; plus interests due in semiannualy in;il;;i. rt
variable rates (1.53% attune 30,2010)through Juty 1,2013
20042005 serial bonds (face amount of $830,000) due in annuat principat installments
ranging from $40,000 to $85,OOO; ptus interests due in semiannuatty 

'inJ[menis 
atvariable rates (1.54yo atJune 30, 2O1O)through I anuary 7,2078

2005-2006 serial bonds (face amount of g93O,OOO) due in annual principal insta ments
ranging from $1t0OO to $70,000; ptus interests due in semiannua y instatiments atvariable rates (1.53% atJune 30,2010)through July 1,2030
20OG20O7 serial bonds (face amount of g1,22O,OOO) due in annuat principat insta ments
ranging from $7O,0O0 to 9145,0OO; plus interests due in semian;uafly in.t"ff."nti utvariable rates (1.53% atJune 30, 2O1O)through Juty 1,2017
2006-2007 seies (originat amount of g4O5,OOO) due in annuat principat insta ments ofranging from $45,000 to $14O,OOO; ptus inrerests due in semtannu;ty inJJrr""i" 

",variable rates (1.53% at June 30, 2010)through July,l,2014
2OO7-20Oa series (ortginat amount of $ 2,24S,OOO) due in annuat principat insta ments
rangi.nF from $30,000 to $195,00oj ptus interests due in semiannuatty instatimenti atvariable rates (1.53% atlune 30,2O1O)through Juty 1,2032
2004-2005 series (originat amount of $410,000) due in annuat principal jnsta mentslanEinqf]?m $55,000 to SIOO,OOO; ptus interests due in annuat initattments at variante
rates (4.5O% at June 30 , 2O1O) thtough Juty 7, 2Ot2

Outstanding

$ 2,140,000

2,285,000

400,o00

660,000

695.OOO

900,o00

370,000

600,000

860,000

910.OO0

310,000

2,085,O00

195,000
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9. LONG-TERM LtABtLtTtES (CONTTNUED)

2009 2010 series (originat amount of $3O5,OOO) due in annuat princtpat insta|ments
ranging from $35,000 to g55,0OO; ptus interests due in annuat insta ments at vartabte
rates (6.00% atJune 30,2010) through luty 1, 2016
2009-2010 series (orjginat amount of $990,000) due jn annuat prjncipat insta[menrst"lCilq 19T $70,000 to $135,000; plus interests due i, annrat instattments ai varia;e
rates (4.75% atlune 30, 2010)through Juty 1, 2019
2009 2010 series (originat amount of $2,370,000) due in annuat principat insta ments
ranging from $55,000 to $20O.OOO; ptus interests due in annuat insta ments at v;ri;;E
rates (3.50% at June 30,2010) through July 1,2031
Tolal bonds aod notes payable

30, Prlncipat tn(erBt

305.OO0

920,000

2,370,OOO

$ 16,005,000

These bonds and notes, except the 2OO7 Series note and 2OO8 Series bond, and the
2010 Series bond, are from the special ad valorem property tax of 2.OO% which is
restricted for debt service and retained by the Government Development Bank for pueno
Rico for such purpose. The 2OO7 Series note and 2OOg Series bond are payable with the
revenues generated from the collection of he .2a/o of the sales and use tax imposed and
collected by the Municipatity. The 2O1O Series $99O,OOO bond is payable with the cenerat
Fund resources.

Variable interest rates on serial bonds and notes are reviewed periodically by cDB and are
based on the fluctuation of cDB,s weighted average rate for its c;mmercial paper
program. Under this program, GDB issues commercial paper: (1) in the taxable and tax_
exempt markets of the United States of America, (2) in the Eurodollar market, and (3) to
corporations having tax exemptions under the commonwealth,s lndustrial lncentives Acts
and, which quarify for benefits provided by the former section 936 of the u.s. rnternar
Revenue Code. Annual debt service requirements of maturity for bonds and notes payable
are as follows:

Outstanding

20!1
2012
2013
2014
2015

20162020
202! 2025
202€'2030
2034-2o35

s 970,OOO

1,175,00O
1,255,0OO
1,280,OO0
1,335,OOO

3,s60,ooo
3,020,OOO
2,405,OOO

1,OO5,OOO

$ aG,oospoo

$ 557,51a
446,720
773,452
695,590
613,345

2,293,95a
576,2a9
471,,3o(l
243,2a3

-$ ?p?13as

$ 1,527,51a
2,O2!.720
2.O28,452
1,975,590
1,948,345
5,453,95a
3,596,219
2,876,3o0
1,,248,2a3

l:-s,o?6"31s
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9. LONG-TERM L|ABtLtTtES (CONTTNUED)

At June 30, 2010, accrued interest payable on bonds amounted to $232,089.

C. Municipal Revenue Cottec on Center - LIMS Repayment plan

During the fiscat year 2OOL-2OO2, the Municipatity authorized the Municipat Revenue
Collection Center (CRINI) to retain the corresponding portion for the financing project ofLand lnformation Management System _ LllVS, contracted by the CRIM. A total of
$805,315 is to be retained in ten years period at an interest rate of 5.9S%, until
November 28, 2011. At June 30, 2010, the outstanding debt batance is $166,783.

. Public Act No. 42 - The Commonweatth,s pubic Act No. 42 of January 26, 2OOO (Act
No. 42) was enacted to authorize CRIM to enter into a financing agreement of up to
$2OO million, for a term not exceeding 30 years. The financing a-greement authorized
CRIM to finance a debt that the municipatities of puerto Rico haJwiih such entity, which
arose from the difference between the yearly final setflements of propefty tax advances
made by CRIM to the municipalities and the actual property tax collections received by
cRllv from taxpayers through fiscar year 2ooo. The amounG that the municiparities wi
collect from the additional property taxes resulting from the jncreases in the subsidyfrom the Commonwealth are assigned through A;t No. 42 to repay such note. The
increase in this subsidy was the resutt of pubtj;Act No. 238 of August i5, tS99.

ln addition, on December 16,2002, the Municipality entered jnto a repayment agreement
with GDB and CRIM to pay off the remaining of excess of property tax ad;ances from fiscal
years 2000, 2001 and other previous fiscal years. CRll\4 retainsihe principal and interest
from the property tax advances of the Municipality. The amounts retained by CRIIV are
remitted to GDB on July 1 of each fiscal year through July I, 2032, Ihe repayment
agreement bears interest at variabte rates determined by GDB (6.19 percent at June 30,
2010) but not exceeding 8.OO percent. principal and int;rest p"ym"nt" on this financing
agreement are accounted for in the general fund. The outstanding principal amounted to
$945,702 at June 30. 2010.

D. Com pensated Absences

The government-wide statement of net assets inctudes $1,19g,822 of accrued sick leave
benefits, and $657.228 of accrued vacation benefits, representing the l\4unicipality,s
commitment to fund such costs from future operations.
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10. EMPTOYEE'S RETIREMENT SYSTEMS

A, Plan Description

The N4uniciparity's emproyees participate in the Emproyees, Retirement system of thecovernment of puerto Rico and its tnstrumentatities irnS;, u 
"oit-sh"iing 

muttiemptoyer(as related to the lvlunicipality's reportjng entity) defined pension plan 
"atuoti"t "d 

by th"Commonwealth. Substantially all fulitime employeei of tfre Commonweatth and
substantially all municipalites are covered by ERS under the terms of pubric Act No. 447
9l[,13y 1I, 1951, as amended (Act No.447). A regular and temporary emptoyees of the
Municipality become plan members of ERS at the dJte of employment, while it is optional
for officers appointed.

ERS members, other than those joining it after lvarch 31, 1990, are etigible for the
benefits described below:

. Retircment Annuv

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

Policemen and firemen: Other emplovees:
50 with 25 years of credited service 55 wjth 25 years of credited service
58 with 10 years ofcredited service 5g with 10 years ofcredited service

ERS members are eligible for monthly benefit payments determined by the apptication ofthe stipulated benefit ratios to the member's average compensation, Average
compensation is computed based on the highest 36 months of compensation recognizJd
by ERS. The annuity, for which a member is etigible, is timited to a minimum of $3dO per
month and a maximum of 75 percent of the average compensation.

. Merit Annuity

ERS members are eligible for merit annuity with a minlmum of 30 years or more of
credited service. The annuity for which the plan member is eligible is limited to a minimum
of 65 percent and a maximum of 75 percent of the average c;pensation.

. Deferred Retirement Annuity

A participating employee who ceases to be an employee of the Municipality after having
accumulated a minimum of ten years of credited service qualifies for retirement benefits
provided his/her contributions are left in ERS until reaching 58 years of age.
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10. EMPLOYEE'S RETIREMENT SYSTEMS (CONTINUED)

. Coordinated plan

On the coordinated plan, by the time the employee reaches 65 years otd and begins to
receive social security benefits, the pension benefits are reduced by the following:

(a) $165 per month, if retired with 55 years of age and 30 years of credited service.

(b) $110 per month, if retired with ress than 55 years of age and 30 years of credited
service.

(c) All other between 982 and glOO per month.

(d) Disability annuities under the coordinated plan are also adjusted at age 65 and in
some cases can be reduced over $165 per month.

. Non-Cootdinated plan

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

. Reversionary Annuity

An ERS member, upon retirement, could elect to receive a reduced retirement annuity
giving one or more benefit payments to his/her dependents. The life annuity payments
would start after the death of the retiree for an amount not less than $240 per year orgreater than the annuity payments being received by the retiree,

. Occupauonat Disabitry Annuity

A participating employee, who as a direct result of the performance of his/her occupation,
is totally and permanenfly disabted is etigibte for a disabjjity annujty of 5b percent of the
compensation received at the time of the disability.

. Non-occupational Dlsabilry Annuity

A. p-articipating emproyee, totafly and permanenfly disabred for causes not rerated to
his/her occupation and with no less than 10 years of credited service, is eligible for an
annuity of 1.5O percent of the average compensation of the first 20 years of credited
services, increased by 2 percent for every additional year of credited service in excess of
20 years.
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10. EMPTOYEE'S RETIREMENT SYSTEMS (CONTINUED)

. Death Benefits

Occupational:

(a) Survivin( spouse - annuity equal to 50 percent of the participating employee,s
salary at the date ofthe death.

(b) Children - $10 per month for each child, minor or student, up to a maximum benefit
per famity of $100.

Non-occupational:

(a) Beneficiarv - the contributions and interest accu mu lated as of the date of the death
plus an amount equal to the annual compensation at the time of the death.

Post-rethement:

Beneficiary with surviving spouse age 60 or over and a child, 1g or under, up to 30
percent (60 percent, jf not covered under Tifle ll of the Social Security Act) (increased to
50 percent effective January 1, 2OO5) of retiree,s pension or otherwise the excess, if
any, of the accumulated contributions at the time of retirement over the total annuity
benefits received before death, limited to a minimum of $7S0.

. Refunds

A participating employee who ceases his/her employment with the N4unicipality without
the right to a retirement annuity has the right to a refund of the contributjons to ERS plus
any interest earned thereon.

. Cost of Living, Adjustment for pension Benefits

Public Act No. 70 of May 2L,1992 (Act No. 10) provided for increases of 3 percent every
three or more years of retirement. Act No. 10 requires further legislation to grant this
increase every three years subject to the presentation of actuariaistudies regarding its
costs and the source of financing. To protect the financial health of ERS, the increise
granted during 2001 and the one granted on lanuary 1, 2OO5 are being financed by the
Munjcipality and the other particlpating employers.

67



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

NOTES TO BASIC FINANCIAL STATEMENTS - CONTINUED

YEAR ENDED JUNE 30, 2O1O

10, EMPLOYEE'S RETIREMENTSYSTEMS (CONTINUED)

To^avoid any economjc impact on ERS, tie employers are responsible for contributing toERS the amounts to cover the benefit payments anO tne empfoyer and employeecontributions with respect to the participanti covered until the pirtlcipants reach thenormal retirement age.

. Amendment to Act No. 442 effective January 7, 2OOO to create a Defined Contributton
Plan

On September 24, 1999, public Act No, 305, an amendment to Act No. 447, was enactedto establish a defined contribution plan, known as System 2OOO, to cover emptoyeesjoining ERS on or after January 1, 2OOO.

Employees that participated in the original ptan as of December 31, 1999, had the
opportunity to elect to either stay in the defined benefit plan or transfer to system 2ooo.
Employees that joined the N4unicipatity on or after January 1, 2OOO, were onty allowed tobecome members of System 2OOO.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan.
Under this new plan, there is a pool of plan assets, which is investe; by the System,
together with those of the cost-sharing multlemployer defined benefit plan. Neither the
Commonwealth nor the Municipality guarantee ben;fits at retirement age. The annuity is
based on a formula which assumes that each fiscal year the employee,;ontribution (with
a minimum of 8.28 percent of the employee,s salary up to a maximum of 10 percent) is
invested as instructed by the employee in an account which either: (1) earns a fixed rate
based on the two-year Constant Nlaturity Treasury Notes, (2) 

""rni " ,at" equat to 75percent of the return of the ERS' investment portfolio (net oi management fees), or (3)
earns a combination of both alternatives. participants receiv; periodic account
statements similar to those of defined contribution plans showing their accrued balances.
Disability benefits are not granted under System 2OOO, rathe; are provided to thoseparticipants that voluntarily elect to participate in a private insurance long-term disabilityprogram. The employers' contributions (9.28 percent of the employee,s salary) with
respect to employees under system 2000 will continue and will be usea to fund the cost_
sharing multi€mployer defined benefit plan.

System 2OOO reduced the retirement age from 65 years to 60 for those employees whojoined the current plan on or after January 1, 2OOO.
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10. EMPLOYEE'S REIIREMENT SYSTEMS (CONTINUED)

Historically, the Commonwealth has reported ERS and System 2OOO in its basic financial
statements as pension trust funds. Accordingly, the Commonwealth is currenfly assuming
any actuarial deficiency that may exist or arise related to the Municipality,s participatin!
employees because ERS does not allocate to the lvunicipality any actuarial deficienciespertaining to participating municipal employees. The Municipality-is only required by law
to make statutory contributions at the rates detailed below,

. Recent Amendments to Act No. 447

ln June and July 2003, the Governor of the Commonwealth signed three public Acts thatprovided the following certain benefits to retirees:

lncrease in minimum monthly pension payments to $300, effective.Janua ry L,2OO5.
Triennial 3 percent increase in all pensions, effective January 1, 2005.
lncrease in widow andlor beneficiaries to 50 percent of the benefit received
deceased pensioner, effective January 1, 2005.

All the beneflts granted will be funded through budgetary assignments in the Municipality,s
general fund with respect to its retjred employees.

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

a. Fundinq Policy

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

(a)

(b)

(c)
by the

Municipality and other employers 9.28 percent of applicable payroll
Employees:
Coordination plan;

Supplementation plan:

5.78 percent of gross salary up to $6,600 per
year. plus 8.28 percent gross salary in excess
of $6,600.
8.28 percent of gross salary. This js the only
choice available to policemen, firemen and
majors
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11. CONTINGENCIES

The Municipality is defendant in various legal proceedings pertaining to matters incidental
to^the performance of routine governmental operations: Unoer lciwo, 1o4ofJune25,
1955, as amended, persons are authorized to sue the ti,tunicipatity onty for causes of
actions set forth in said Act to a maximum amount of $75,OOO or $i5O,OOO if it involves
actions for damages to more than one person or where a single injured party is entitled toseveral causes of action. Under certain circumstances, a.-s provideO in Act No. g of
November 26, 1975, as amended, the Municjpality may provide its officers and emptoyees
with legal representation, as well as assume the payment of any judgment that may be
entered against them. There is no limitation onthe payment ofsr"n jrOgr"nt.

Management believes that any unfavorable outcome in relation to pending or threatened
litigation would not be significant, if any. However, at June 30, 2010, the lMunicipality
recorded a reserve of $954,736 for claims and judgments in the statement of net assets.

The Municipality has reported, outstanding assigned amounting to $983,098 in thegeneral fund at June 30, 2010. The l\,tunicipatity tntends to hono;these assigned, which
will continue to be liquidated under the current year,s budget during a lapse period that
extends into the subsequent fiscal year.

12. PRIOR PERIOD ADJUSTMENTS

On July 1, 2010, the Municipality recorded a net prior period adjustment of $3,054 to
correct an accounting error previously reported in 2OO9 financial reporting.

The net cumulative effect of this adjustment has been charged and credited to the
beginning fund balance and the beginning net assets in the i-ccompanying funds and
government-wide financial statements, respectively as follows:
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12. PRIOR PERIOD ADJUSTMENTS (CONTINUED)

A. GOVERNMENTAL FUND FINANCIAL STATEMENTS

The following restatements have been made in the governmentat fund financial
statements, which are reported as an adjustment to the beginning fund balances:

Capital
Legislative

Joini OtherDebt

Fund balance, beginning

Fund balance, beginning

Note 1t

$(4,344,668) $2,s88,944
(3.054)

$14344-66& t25i5t90

$1,482.999 $ 630,346 $ 499.112 g a56.733

- (3.054)

$!t82t99 $ 630.346 L- 499_1i2 r l53i79

On July 1, 2OO9 the Municipality recorded a prior period adjustment of $3,054 to correct
an_ accounting error previously reported in 2OO7 financial reporting. The net cumulative
effect of this adjustment has been charged and credit to the be-ginning fund balance
and the beginning net assets in the accompanying funds and goveinmeni_wide financial
statements.

B. GOVERNMENTAL WIDE FINANCIAL STATEMENTS

The following restatements have been made in the governmental wide financial
statements, which are reported as an adjustment to the beginning net assets:

Descriotlon

Net assets, beginning

See notes in governmentat fund fina nciat restatemenl

Net assets, beginning as restated

Totat

$ 17,19a,553

(3_0541

$ 171954!9
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BUDGEIARY COMPARISON SCHEDULE - GENERAL FUND
(SEE NOTES TO BUDGETARY COMPARISON)

YEAR ENDED JUNE 30, 2O1O

with final

Original Final
Budgeted amounts (budgetary budget

basis) over (under)
Revenues

Property taxes
l,,lu nicipal license taxes
Construction excise taxes
Sales and use taxes

Totaltax revenues
lntergovemmental granG

and contributions
lnterests on deposits
C ha rges for services

other fina ncing sources
Total revenues

Expendlturcs
Current:

Generalgovernment
lJrban and economic development
Health and sanitation
Public safety
Public housrngand welfare
Culture, recreation and education

Capital outlays
Other financing sources

Totalexpenditures
Total revenues over exp€nditures

Other financir g sources (uses):

Transfers from other funds
Transfers to other funds

$ 5,595,529 $
4,538,681
2,757,632

5,595,529 $
4,534,641
2,757,632

4,370,454
3,363,384

493,038
1,066,470

$ 17,225,075)
(4,475,297)

12,264,594)
1,066,470

12,a97,a42 12,494,442 9,293,346 (3,598,496)

7,270,773
146,450

1,379,363
42331

1,270,L73
146,850

1,379,363
42337

2,330,185
35,209
47342

342,032
2,279,544

7,060,O42
(ala,64A)

/'7,257,947)

259,695
2,279,saA

15,770,565 45,770,565 74,367,742 0,4OA,A231

4,479,422
3,960,926

7 47,422
7,769,724
1,O75,944

596,723

4,667,234
3,772,457

790,426

4,o77,397
475,326

7,OO4,9L2
7,952,542
1,241,734
1,046,730

831,167
429,644
542,688

1,748,319

(7,662,322)
(1,82O,315)

450,904
53,4O5

t24O,23O)
gs,6a2J

582.688
1,78a,319

15,770,565 $ 15,770,565

2,279,588 2,279 ,588
(1,788,319) (1,788,s19)

Tota I other financing sources (uses), net
Revenues and oth er financjng sou rces

over expend itures and otherfinancing uses

497,269 49L,269

124,725) 124,125)
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1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

BudEetarv Control

According to Act No. 81, the Mayor and its Administrative Cabinet prepare annual budgets
each flscal year for the lMunicipality's general fund and debt service fund. Such legally
adopted budgets are based on expected expenditures by program and estimated
resources by source. The annual budgets are developed using elements of performance-
based program budgeting and zero-based budgeting, and include estimates of revenues
and other resources for the ensuing fiscal year under laws and regulations existing at the
time the budgets are prepared.

The lvlayor must submit, for each fiscal year commencing on July 1, an annual budgetary
resolution project (the Project) to the Commissioner of lMunicipal Affairs of the
Commonwealth (the Commissioner) and the lMunicipal Legislature no later than the
immediately preceding N4ay 10 and Nilay 15, respectively. The Commissioner preliminarily
verifies that the Project complies with all the applicable laws and regulations and may
provide comments and suggestions to the Mayor on or before the immediately preceding
June 13.

The Municipal Legislature has 10 business days, up to the immediately preceding June 13,
to discuss and approve the Project with modifications. The Municipal Legislature may
amend the budgets submitted by the Mayor but may not increase any items so far to
cause a deficit without imposing taxes or identifying other sources of revenue to cover
such deficit. After the N4unicipal Legislature modifies and preliminarily approves the
Project, the modified Project is sent back to the Mayor for his approval or rejection within 6
days, The l\4ayor may decrease or eliminate any line item but may not increase or insert
any new line item in the budgets. The Mayor may also veto the budgets in their entirety
and return it to the Municipal Legislature with his objections. lf the Mayor rejects the
Project, the lvunicipal Legislature will have up to 8 days to adopt or reject the
recommendations or objections of the Mayor, The approved Project is sent again to the
Mayor, which then would have 3 days to sign and approve it.

lf the budgets are not adopted prior to the end of the deadlines referred to above, the
annual budgets for the preceding fiscal year, as approved by the Legislature and the
lMayor, are automatically renewed for the ensuing fiscal year until the Municipal
Legislature and the l\4ayor approve new budgets. This regulation permils the lvunicipality
to continue doing payments for its operations and other purposes untit the new budgets
are approved.

The annual budgets may be updated for any estimate revisions as well as fiscal year-end
encumbrances, and may include any additional information requested by the Municipal

73



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

NOTES TO BUDGETARY COMPARISON SCHEDULE - GENERAL FUND (CONTINUED)

YEAR ENDED JUNE 3O, 2010

1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (CONTINUED)

Leglslature. The l\4ayor may request subsequent amendments to the approved budgets,
wh ich are subject to the approval of the M unicipal Legislatu re,

The lMunicipaiity's Department of Finance and Budget has the responsibility to ensure that
budgetary spending control is maintained. For day-to-day management control purposes,
expenditures plus encumbrances may not exceed budgeted amounts at the expenditure.
type level of each cost center (activity within a program within a fund). The l\4ayor may
transfer unencumbered appropriations within programs within funds. The Municipal
Legislature may transfer amounts among programs within and among funds.

The legal level of budgetary control (i.e., the level at which expenditures may not legally
exceed appropriation) is at the function/program level (general government, urban and
economic development, public safety, health and sanitation. culture. recreation and
education, and public housing and welfare) within a fund.

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

Bud(etarv AccountinC

The l\4unicipality's annual budgets are prepared using the budgetary (statutory) basis of
accounting, which is not in accordance with GMP.

According to the budgetary basis of accounting, revenue is generally recorded when cash
is received. Short-term and long-term borrowings may be used to finance budgetary excess
of expenditures over revenues.

The N4unicipality uses encumbrance accounting to record the full amount of purchase
orders, contracG and other commitments of appropriated resources as deductions from
the appropriation prior to actual expenditure. ln the governmental funds, encumbrance
accounting is a significant aspect of budgetary control. Accordingly, expenditures are
generally recorded when the related expenditure is incurred or encumbered. Available
appropriations and encumbrances are established to lapse one fiscal year after the end
of the fiscal year. Amounts required set ing claims and judgments against the
Municipality, and certain other liabilities, are not recognized until they are encumbered or
otherwise processed for payment. lJnencumbered appropriations and encumbrances
lapse at fiscal year-end. Other appropriations, mainly capital projects appropriations, are
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1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILIW (CONTINUED)

continuing accounts for which the Municipal Legislature has authorized that an unspent
balance from the prior year be carried forward and-made availaOte ioicurrent spenoing.

The accompanying budgetary compaJison schedule _ general fund and the budgetary
comparison schedule - debt service fund provide informition about the generat and debt
service funds' original budgets, its amendments, and the actual results of operations of such
major governmental funds under the budgetary basis of accounting for the fiscal year ended
June 30, 2010. Further details of the Municipatity,s budgetary co;trol at the tegrt tevet may
be.obtained from the Budgetary Liquidation Report for th; fis;al year ended Juni 30,2OtO,
which is prepared by the Municipality,s Department of Finance. C;pies of that report may be
obtained by writing to the N4uniclpality's Director of Fjnance.

Because accounting principles applied for the purposes of the developing data on a budgetary
basis differ significan{y from those used to present the gove;nm-entat fund financial
statements in conformity with cAAp, a reconciliation of the diff;rences between the general
and debt, service funds' budgetary bases and cAAp actual amounts are presented at the
bottom of the respective budgetary comparison schedules.
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Federal Granto/Pasethrough
Granto/Program or Cluster Ti e

Federal Pass.through
CFDA Entity ldentifying

Number Number Expenditures

U.S. DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT:

Direct Program:
Section 8 Housing Choice Vouchers 74.87I $ 633.360
Homeless Prevention and Rapid Re-
Housing (Recovery Act funded) L4.257 13.054

Pass-through the Commonwealth of
Puerto Rico - Office of the Commissioner
of lvlunicipal Affairs:

Community Development Block crants
- State's Program 74-22A O9_AB, FC

O8.AB, FC
O7-AB, FC

06-A8, FC
05_AB, FC, DR,39 260,366

Pass-through the Commonwealth of
Puerto Rico - lvunicipality ofSan Juan:

Housing Opportunities for persons with
AIDS L4.24L Not Avaitabte 42,7Ag

- Total U.S. Department of Housing and
Urban Development

U.S. DEPARTMENT OF ENERGY

Direct Program;
EnerS/ Efficiency and Construction
Block crant Program (EECBG)
(Recovery Act funded) 81.128

Total U.S. Depanment of Energy

949,569

57,906

57,906
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U.S. DEPARTMENT OF HEALTH AND HUMAN
SERVICEST

Pass,through the Commonwealth of
Puerto Rico - Governor's Office (Elderly
Office):

Special Programs for the Aging _ Tifle
lll, Part B - Grants for Supportive
Services and Senior Centers 93.044 Not Available 717.277
Special Programs for the Aging - TiUe
lll, Part C - Nutrition Services 93.045 Not Availabte 38,038
Nutrition Services Incentive program 93.053 Not Available 29.3g7

Total U.S. Department of Health and
Human Services !a4,652

U.S. DEPARTMENT OF HOMELAND
SECURITY:

Pass-through the Commonwealth of
Puerto Rico - Governor Authorized
Representative (cAR):

Disaster Grants - Public Assistance 97.036 2743:iA
Total U.S, Department of Homeland

Security:

TOTAL EXPENDITURES OF FEDERAL AWARDS
The accompanying notes are an integral part of this schedule

274,378

$ 1,466,505
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1,. BASIS OF PRESENTATION:

The accompanying schedure of Expenditures of Federar Awards incrudes the federar grant
activity of the Municipality of Las piedras and is presented on the modified accruar basisof accounting. The basis of accounting is the same used to prepare the tund financial
statements. The information in this Schedule is presented in accordance with therequirements of OMB Cjrcular 4-133, Audlts ofstates, Local Governments, and Non_profit
Organizations.

RELATIONSHIP TO FEDERAL FINANCIAL REPORTS:

Amounts reported in the accompanying schedule are included in the other covernmental
Funds in the Municiparity's fund financiar statemenG. Ttre reconcitiation between the
expenditures in the funds financial statements and the expenditures in the Schedule of
Expenditures of FederalAwards is as fo ows:

Descriotion

Per Schedule of Expenditures of

Olicr
Govelnmental

Eurde

1,466,505

227,769

2.

Non federal programs Expenditures

Total expenditures in the general
purpose financial statements 4,68a,27 4
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I

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER IVATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN

ACCORDANCE WITH GOVERNMENT AUDII'NG SIANDAPDS

To the Honorable Mayor
and the Municipal Legislature
Municipality of Las Piedras
Las Pledras, Puerto Rico

We have audited the financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Municipality of Las piedras, puerto
Rjco, as of and for the year ended June 30, 2010, wtricn cottectivety comprise the
Municipality's basic financial statements €nd have issued our report thereon dated January26' 2017, which was unquaiified at the fund financiar statemenis rever, but adverse at thegovernment-wide financial statements level because we were unable to obtain competent
evidential matter related to the Capital Assets reported in the governmental activities. ixcept
as discussed in the precedrng sentence, we conducted our auiit in accordance with auditing
standards generally accepted in the United States of America and the standards appticable tifinancial audits contained in Government Auditing Standards, issued by the bomptroller
General of the United States.

lnternal Control Over Financial ReportinE
ln planning and performing our audit, we considered the Municipality of l_as piedras,s internal
control over financial reporting as a basis for designing ori arOiting procedures for thepurpose of expressing our opinions on the financial statements, but n;t for the purpose of
expressing an opinion on the effectiveness of the Municipality of Las piedras's internal
control over financial reporting. Accordingly, we do noi 

"rpre"" 
an opinion on the

effectiveness of the Munlcipality of Las piedras,s internal control over financial reporting,

Our consideraflon of internal control over financial reporting was for the limited purpose
de€cribed in the preceding paragraph and would not necessirily identiry all deficiencies ininternal control over financial reponing that might be significant defic;encies or material
weakness and therefore, there can be no assurance ihat all deficiencies, signjficant
deficlencies, or material weakness have been identified. However, as described in the
accompanying schedule of findings and questioned cost, we identified certain deficiencies ininternal contror over financiar reporting that we consrder to be materiar weakness and other
deficiencies that we consider to be significant deficiencies.

le Parani *
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE ANDorHER MATTERS BASED oN AN AUDtr oF FTNANcIAL siATtMi-trrl penronrrreo rr.tAccoRDANcE wrH GouERNMENT AuDtzrvc srnrvolioi lcior.rluueoy

A deficiency in internal contror exists when the design or operation of a contror does not arowmanagement or employees, in the normal course of performing their assigned functions, toprevent, or detect and correct misstatements on a timely bas;. A m;terial weakness is adeficiency, or a combination of deficiencies, in internat conirol sucn ilai-tr,"r" i" 
" 

reasonablepossibirity that a materiar misstatement of the entity's finan;iar- s1;iements wi, not beprevented, or detected and corrected on a timely basis. We consjder the deficiency describedin the accompanying schedule of findings and questioned 
"oat" "a 

it", 1oo1 and 1o-o2 tobe materialweakness.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Municipality of Las piedras,s
financial statements are free of material misstatement, we p"rfoir"J-i""t" ot it" compliance*i1l 

":lgin 
provisions of taws, regutations, contracts and ir"nt r!*r"nt", noncomptiancewith which courd have a direct and materiar effect on the d"ier.ina-tion oi tinunciar statementamounts, However, providing an opinion on compliance with those provrsions was not anobjective of our audit, and accordingly, we do not express su"n ,n opi,iior. fn" results of ourtests disclosed no instances of noncompliance or other matters ihat are required to bereported under Goye rnment Auditi ng, Standards,

We noted certain other matters that we reported to management of the Municipality of LasPiedras in a separate letter dated Janua ry 26,2OLf.

The Municiparrty of Las piedras's responses to the findings identified in our audit ared-escribed. in the accompanying schedure of findings ano queitioneJ costs. we oid not auortMunicipality of Las piedras's responses and, accordingly, we express no opinion on it,

This report is intended solely for the information and use of management and federalawarding ag€ncies and pass-through entities. However, this report is a mrtter or public recordand its distribution is not limited.

$"A*^q/,,8c
San Juan. Puerto Rico
January 26, 20L7

Stamp No.2575476 ofthe puerto Rico
Society of Certified public Accountants
was affixed to the record copy ofthjs report.

)
Ldpez-Ucga, CPA, PSC

Cenified Public Ac€ouEtants / ManagerreDt Adyisors



lipez-Vega, CPA, PS(

INDEPENDENTAUDITOR'S REPORTON.COMPLIANCE WTH REQUIREMENTS APPLICABLE TOEA.H MAJOR pRocRAM AND ON rNrE,r'ral corurnor- ovrn i6rupiiiii'ce rr,r rccoRDAN.E
WITH OMB CIRCULAR A.133

To the Honorable Mayor
and the Municipal Legislature
Municipality of Las piedras
Las Piedras, Puerto Rico

Compliance
We have audited the compliance of the Municipality of Las piedras with the types ofcompliance requirements described in the U.S. Office'of uanageiiil ana Budgei (OMB)
Circular A--733 Compliance Supptement that are applicable to"""an tf its major federalprograms for the year ended June 30, 2010- The Municipatity of Las ptedras,s mijor federalprograms are identified ln the summary of auditor,s results section ot the accompanyingschedule of findings and questioned costs. Compliance with the requirements of laws,regulations- contracts, and grants applicable to each of its major feJJrat programs is theresponsibility of the Municlpality ot Las piedras,s ,un"gur"nt. Our responsibility is toexpress an opinion on the Municipality of Las piedras's compliance based on our audit.

We conducted our audit of compliance.in accordance with auditing standards generally
accepted in the United States of America; the standards applicabL to financial audits
contained jn Goyern ment Auditing Standards, jssued ly ttre Comptrotier eenerat of the UnjtedStates; and OMB Circutar A-133, ,4udrts of States, Locat c;v;r;n;nts, and Non-profit
Organizations-Those standards and OMB Circular A_133 requjre that we flan anO perform theaudit to obtain reasonable assurance about whether noncompliance with the types ofcompliance requirements referred to above that could have a direct and material effect on amajor federal program occurred. An audit incrudes examining, on a test basis, evidence aboutthe Municipality of Las piedras's compliance with those re-quirements and performing suchother procedures as we considered necessary in the circumstances. We betieve that our auditprovides a reasonabre basis for our opinion, our audit does not provide a iegat determinationofthe Municipality of Las piedras,s compliance with those requirementi.

ln our opinion, the Municipality of Las piedras complied, in all material respects, with therequirements referred to above that are applicable to each of its major federal programs forthe year ended June 30, 2010. However, the results of our auditi;g procedures disclosed
instances of noncompliance with those requirements, wrrictr are reqiiiej to be repo(ed inaccordance with OMB Circular 4-133 and which are described in the accompanying schedule
of findings and questioned costs as items, 1OO3 and 1O-O4.

81 ___
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INDEPENDENT AUDITOR'S REPORTON COMPLIANCE WITH REQUIREMENTS APPLICABLE TOEACH MAJOR PROGRAM AND ON INTERNAL CONTROL Oi/iR';6iiiiiIH"E rI ECCONOMTCE
wtTH oMB CTRCULAR A_133 (CONTTNUED)

lnternal Control Over Comoliance
Management 

_of tie Municipality of Las piedras is responsible for establishing andmaintaining effectjve internal control over compliance ,iin if,e 
- 

r.q rir"m"nts of laws,regulations, contracts, and grants applicable to federal programs. ln pi"nning 
"nO 

performing
our audit, we considered the Municipality of Las piedras,s' int"rrii iontrof over compliancewith the requirements that could have a direct and materlal effect on a major federal program
in order to determine our auditjng procedures for the purpose oi er[*""ing oW opinion oncompliance, but not for the purpose of expressing an opinion on the efiectiveness of internalcontrol over compliance. Accordingly, we do notixpress an opinion on the effectiveness ofMunicipality of Las Piedras s internal control over compliance.

A deficiency in internat control over compliance exists when the design or operation of acontrol over compliance does not allow management or employees, in ihe normal course ofperforming their assigned functions, to prevent or detect and correct noncompriance with atype of compliance requirement of a federal program on a timely basis. A m aterial weaknessin internar contror over compriance is a deficiency, a combination oi JLii"i"nci"", in internarcontrol over compliance, such that there is a reasonable possibitity that materialnoncompliance with a type of compfiance requirement of a federal program wi not beprevented, or detected and corrected. on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described inthe first paragraph of this section and was not designed to identiry all deficiencies in internal
control that might be deficiencies, significant deficie;cies, or mat;riar weaknesses in internarcontrol over compliance. we did not identify any deficiencies in internat control overcompliance that we consider to be material weaknesses, as defined above. However, weidentified certain deficiencies in internar contror over compriance thaiwe consider to besignificant deficjencies as described_ 

^in- 
the accompanying schedule of findings andquestioned costs as items 1GO3 and LOi4, A significant defr-ciency in internat control overcompliance is a deficiency, or a combination of deficiencies, in internat contror overcompliance with a type of compliance requirement of a federal program that is less severethan a material weakness in internal control over compliance, yei irlort"nt 

"nough 
to meritattention by those charged with governance.

The Municipality of Las piedias's responses to the findings identified in our audit are
g-esc.riPeg.ln the accompanying schedute of findings and quejtioned co;ts. We did not auditMunlcipallty of Las piedras,s response and, accordingly, we express no opinion on it.

Ldpe2-Vego, CPA, PSC
/

\
Cenifled Pubric Accouttarrs / Malraeemenr Advis(,i



INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TOEACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER CdrVriir,qr.riE rr.r ACCONOIruCE
wTH OMB CTRCULAR 4_133 (CONTTNUED)

We also noted other matters involving the internal control over compliance and certain
iTmslerilt instance of noncomptiance, which we have r"port"o io ;anagement of theMunicipality of Las piedras in a separate letter dated January i6, 2011.

This report is intended solely for the information and use of management and federal
awarding ag€ncies and pass through entities. However, this report is a mitter of public record
and its distribution is not limited.

,

4arUas^e4&'
San Juan, Puerto Rico
)anuary 26,2O7!

Stamp No.2575477 ofthe puerto Rico
Society of Certified Public Accountants
was affixed to the record copy ofthis report.

Vega, CPA, PSC

Certified Pubric Aeour*ants / Malaaemelr Advisors



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF tAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2O1O

Section I - Summary of Auditors, Results

Financial Statements

Type of auditors' report issued:

lnternal control over flnancial reporting:
l\4aterial weakness identified?
Significant Deficiencies identified not considered to
be material weaknesses?

Tvoe of auditors' reoort issued on comoliance
for major programs;

Any audit findings disclosed that are required
to be reported in accordance with Circular
A-133, Section .510(a)?

ldentificatlon of major programs:

CFDA Number

Unqualified, except for adverse
for government-wide financial
statements

Noncompliance material to flnancial statements yes
noted?

Fedetal awards

lnternal Control over major programs:
Material weakness identified? yes
Significant Deficiencies identifled not considered to
be material weaknesses? yes X

Yes

Yes

Unqualltied

Yes X

No

None reported X

NoX

Nox

None reported

No

74.877
97.036

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

Auditee qualified as low-risk auditee?
$ 300,000
Yes No X

Name of Federal Program or Clustel
Section 8 HouEing-noEe vouctrers
Disaster Grants - Public Assistance
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section ll - Financial Statements Findings

Finding Reference

Requirement

Statement of Condition

10{1

Fixed\Capital Assets and Expenditures - Subsidiary Ledger

The Municipality has not maintained complete and adequate records in
order to obtain sufficient, competent evidentiat matter with respect to
the Capital Assets reported in governmental activities and, accordingly,
the amount by which this departure would affect the assets, net asseli,
and expenses of the governmental actjvities is not determinable.

Chapter lX, Articte 9.002 of State Act Number 81 of August 30, 1991,
states that the N4unicipality should maintain updated property
accounting records. Also, the GASB Statement No, 34 requires that ail
capital assets, including infrastructure, must be presented in the
Statement of Net Assets and that these assets must be depreciated
during its useful life.

Competent and sufficient evidential matter related to the capital assets
was not available to support the value, completeness and ownership of
these assets.

The Municipality's Government Wide Financial Statements do not
present fairly, the financial position of the governmental activities, and
the change in financial position of the [Iunicipatity.

We recommend that the Municipality should continue the process that
began during the fiscal yeat 2OO2-2OO3 io comply with the requirements
ofthe GASB Statement No. 34.

None

Criteria

Cause of Conditlon

Effect of Condition

Recommendation

Questloned Costs
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

ScHEDUTE OF FtNDtNGS AND QUESTTONED COSTS (CONTTNUED)

YEAR ENDED JUNE 30, 2010

Section ll - Financial Statements Findings

Fjnding Reference

Management Response
and Corective Actlon

1O{1(continued)

The Municipality's Management goal is to improve the quality of its
current accounting, auditing and financlat reporting practices. Duiing the
fiscal year ending June 30, 2O1,I, tne Municipliity will carry out a
physical inventory and valuation of all of its capital aasets to ensure all
assets acquired prior to the fiscal year ended June 30, 2O1O are
accounted for in a complete manner in the N4unicipality,s basic financial
statements.

lmplementation Date:lune 30, 2011

Responsible Person: N4s. Cathy Negr6n
Director of Finance
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF tAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2010

Section ll - Financial Statements Findings

Find inEl Reference fO{2

Requirement

Statement of Condition

Financial Reporting - Accounting Records

During our examination of the Municipality's accounting system, we
noted that it does not summarize the transactions in a formal General
Ledger in order to properly record and account for the transactions of all
of its Governmental Funds (Local, State and Federalfunds).

ln addition, l\4anagement reported in the governmental activities and in
the general fund, and account receivable from property taxes and a
receivable from the proceeds from a bond issuance. Accounting
principles generally accepted in the United States of America require
that for revenue to be considered susceptible for accruat it must be both
measurable and available to finance current expenditures of the fund.
Revenue is considered available when it is collectible during the current
period and the actual collection will occur either during the current
period or soon enough after the end of the period to be used to pay
current year-end liabilities.

Chapter Vlll, Article 8.010 of State Act Number 81 of August 30, 1991,
states that the Municipality should maintain an effective and updated
accounting system. The ft.4unicipality accounting will be based on the
Generally Accepted Accounting Principles and the requirements of the
Governmental Accounting Standard Board (GASB).

The Municipality did not establish effective internal control over the
transactions recorded on its accounting records. Also, the accounting
data is not summarized in the form of a double-entry general ledger
record.

The Municipality accounting system did not provide updated and
complete financial information that present the financial posjtion and
the result of operations and the change in fund balances. Such
information is necessary to take management decisions.

We recommend that the Municipality should implement internal control
and procedures in order to maintain an accounting system that contains
information pertaining to authorizations, obligations, unobligated
balances, assets, liabilities, ouflays or expenditures, interfund
transactions, etc,

None

Criterla

Cause of Condltion

Effect of Condition

Questioned Costs
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF tAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Sectlon ll - Financial Statements Findings

Find InEi Reference 1G02 (continued)

Management Response
and Corective Action A major goal of the l\4unicipality's Department of Finance is to improve

the quality of its current accounting, auditing and financial reporting
practices. During the last five fiscal years, the Department of Finance
adopted several internal control measures to ensure its financial
statements complied with generally accepted accounting principles.
Such internal control measures compensate all of the deficiencies in the
current accounting system used by the lMunicipality and reduce, to a
relatively low level, the risk that misstatements in amounts that would be
material in retation to the.fjnancial statements being aud,ited may occur
and not be detected within a timely period by employeei in the normal
course of performing their assigned functions.

The principal of the abovementioned internal control measures adopted
by the N4unicipality was the establishment of a Financial Reporting iask
Force composed of the management team of the Department of Fanance
and outside consultants. Such team works together throughout the year
to prepare the Municipality's financial statements, including all of the
accounting records and reports needed to support the balances and
disclosures reported in the financial statements as of and for the fiscal
year ended June 30,2009. These control measures minimized the risks
of possible errors, omissions or deviations from generally accepted
accounting principles in the lMunicipality,s basic financial statements.

This conclusion is evidenced by the following facts: (1)the lndependent
Auditors' Report on the l\4unicipality,s financial statements was
unqualified for the fiscal year ended June 30, 2O1O (except for capital
assets), and (2) audit adjustments recorded in the financia! statements
were minimal and not material to the financial statements taken as a
whole. The Financial Reporting Task Force referred to above will
continue operating after the Single Audit of the fiscal year ended lune
30, 2011 since it is the intention of management to keep improving its
current accounting, auditing, and financial reporting practices every year
thereafter.
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COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF LAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section ll - Financial Statements Findings

Finding Relerence 1G02 (continued)

Management Response (continued)
and Corrective Action ln addition, the N.4unicipality will start a process of evaluating ditferent

alternatives for the possible future implementation of a new iccounting
system in compliance with all applicable federal and local laws and
regulations, including all the requirements established by generally
accepted accounting principles. This process will be made under the
guidance and approval of the Office of the Commissioner of Municipal
Affairs of puerto Rico. The possible alternatives of accounting system to
be evaluated by the Municipality will provjde the necessary financial
information that will serve as the basis for the effective control of
revenues, disbursements, assets and liabilities, and the reporting of
such items in the Municipality,s financial statements. The period of time
required to annually carry out the Single Audit would be substantially
reduced.

lf a new accounting system is implemented in the near future, the
Department of Finance wilt establish and document new accounting
policies and procedures. Accounting policies and procedures will bJ
promulgated by an appropriate level of management to emphasize their
importance and authority. The documentation of such accounting
policies and procedures will be updated periodically according to ;
predetermined schedule. ln addition, the Department of Finan;e will
improve its fund accounting by evaluating, within the next two years, its
fund structure to ensure that individual funds that have become
superfluous, if any, are eliminated.

Furthermore, as of the date of this plan, the Municipality and its
consultants prepared a reconciliation of the balances reported in the
lvlunicipality's basic financial statements and those accounted for jn UAS
as of June 30, 2010. Accordingly, the Municipality determined the
required adjusting entries needed to agree UAS wlth the basic financial
statement figures.

89



COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF LAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section ll - Financial Statements Findings

Finding Reference 1OO2 (continued)

ManaElement Response (continued)
and corrective action We do not concur with the finding. property taxes are all considered

susceptible to accrual if commonly collected within 60 days following the
end of the flscal period, unless unusual circumstances justify a gr;ater
period. The Municipality understands that the unusual criteria w;s met
through the approval of pubtic Act No. 71 by the Legistature of the
Commonwealth of puerto Rico, which established an in;entive plan for
the payment of real and personal property tax dues. This Act provides
an amnesty to alt property tax payers forgiving all penalties, charges and
interest of the unpaid principal of pass{ue property tax liabiliiy. The
period that tax payers had to enjoy for such benefit originally was
extendend through December 13,2OLO. However, recent amendments
to Act No. 71 extended the amnesty even further through March 31,
2077. The unpaid propeny taxes covered under this Act are those
related to fiscal year 2009 and earlier (for personal property) and for
2008 and earlier (for real property). This incentive plan justifies the
extension of the collection period for revenue recognition purposes from
60 days following June 30, 2010 to N4arch 31, 2011 as defined in NCGA
lnlerpretation 3. ln addition, the proceeds from the issuance of bonds
do not overstate the financial position and results of operations of the
general fund sjnce the net effect of the proceeds and the respectjve
liabilities to be financed through those bonds is zero.

lmplementation Date:June 30, 2011

Responsible Person: N4s. Cathy Negr6n
Director of Finance
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COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF LAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section lll - Major Federal Award program Findings and euestioned Costs

_ 
Finding Reterence 10-03

proEram Section 8 Housing Choice Vouchers program (CFDA 14.g71) U.S,
Department of Housing and Urban Development

Requirement SpecialTest

- statement of condition we noted that the section g Housing choice voucher program did not
comply with the compliance requirement of Depository Agreements. The
PHA is required to enter into depositary agreement with their financiat
institutions in the form required by HUD. (Form HUD_S1999)

criterra 24 CFR Subpart D, Section 982.156 states. (c)The pHA must enter into- an agreement with the depositary in the form required by HUD. {d) lf
required under a written freeze notice from HUD to the depositary: (i) The
depositary may not permit any withdrawal by the pHA of funds held
under the depositary unless expressly authorized by written notice from
HUD to the depositary: and (ii) The depositary must permit withdrawals

* of such funds by HUD. (2) HUD must send the pHA a copy of the freeze
notice from HUD to the depositary.

Causeofcondt on The Program is not performing an effective review of compliance
requirement that are required by HUD.

- Elrecl of condition The PHA is not in compliance with laws and established regulation as
prescribed by HUD.

Recommendation Procedures should be implemented to ascertain that the pHA complies
with the established Federat Regutation, as prescribed by HtJD.

_ Questloned Costs NOne

Management Response
and Corrective action The lMunicipality's management concurs with the finding, The program

will complete the form and request that the depository bank sign it, to
comply with the special test as established by HUD regulations.

- lmplementation Date: lmmediately

Responsible Person: Mrs. lMargarita Berrios
Sub-Director - Section 8 program
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED .,UNE 30, 2010

Section lll - Major FederalAward program Findings and Questioned Costs

Flnding Reference

Program

Requirement

Statement of Condition

Criteda

10-o4

Disaster Grants - Public Assistance (CFDA 97.036) U.S. Department of
Homeland Secu ty

Cash Management

We performed a Cash N4anagement Test and found that the program
requested funds that were not disbursed on a reasonable lapse of time.

OMB Common Rules, Subpan C, Section 85.20 (b) (7), requires a cash
management system; in order to minjmize the time elapsed between the
transfer of funds from the U.S. Treasury and disbursement by the
grantee.

The N4unicipality did not maintain appropriate cash management
procedures in order to request funds to federal agencies only for
immediate needs.

The Municipality did not comply with the OIVB Common Rules, Subpart
C, Section .20 (b)(7).

We recommend management to strengthen its disbursement procedures
to minimize the time elapsed between the transfer of funds from the
Pass-through Grantor and the disbursements made by the N4unicipality.

None

The lMunicipality's management concurs with the finding.
Reconsideration was requested of FEl,,lA of various projects. ln other
projects the funds are not sufficient and we are in the process of
identifying the funds to carry them out.

lmplementation Date: July 2011

Responsible Person: N4rs. Wanda Rosa
Director - Federal Program

Cause of Condition

Effect of Condition

Recommendation

Questioned Costs

lllanagement Response
and Corrective Action

92



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

SUMMARY SCHEDUTE OF PRIOR YEAR AUDIT FINDINGS

YEAR ENDED .,UNE 30, 2010

Original
Finding
Number

CFDA CuffentStatusol PriorYearAudii Federat Award Findings - part It FindinEs
(fu required by OMB CircutarAl:t3)

09-03 74.877

monthlv avera{e cash balance in books of. aooroximatelv. $420.559.
Also. at June 30. 2009. the cash balance in book was $445.481.

Corrective action has been taken.

09-04 74.877 We oerformed a Reoorting Test and did not find evidence that the

for the fiscal vear 2007-2008.

Corrective action was taken.

o9-05 14.22A During our Davis-Bacon Act test, for the Community Development Block
Grants-States Program, we verified the construction projects OS-AB-39-
002, O6-FC-39-002 and 07-FC 39-003. The fo owing summarizes the
situations found:

For the constructions projects O5-AB-39-002, O6-FC39{02 and
O7-FC-39-003, the lvunicipality did not request a the weekty
payrolls for the period of activity of the project to be reviewed by
the lVunicipal employee responsible of applying monitoring
procedures.

o For the constructions projects O5-AB-39-002, 06-FC-39-OO2 and
07-FC39-003, the Municipality did not document the required visits
for monitoring the classifications of the workers and the wage rates
pa id.

Corrective action was taken.

07-03 74.224 Durin€ our Davis-Bacon Act test. for the Communitv Develooment Block
Grants- State's Proqram. we verified the construction oroiects O4-AB-
39-001. O5'FE-39-001 and O5-FC-39-002. The fo owinE summarizes
the situations found:
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LAS PIEDRAS

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS ' CONTINUED

YEAR ENDED JUNE 30, 2010

cu rent Status of Prior Yea I Audit Fedelal Awa Id Findings ' Pad lll Find ings

requlred by OlvlB Circular A'133)Finding
NumbeI

The audit finding does not warrant further action because two years

have passed sin;e the audit report in which the finding occurred was

submitted to the Federal clearinghouse.

emolovee resoonsible of a

The audit finding does not warrant further action because two years

nare passeO sin;e the audit report in which the finding occurred was

submitted to the Federal clearinghouse.

74.224o7-o4
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