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Certified Public Accountants / Management Advisors

llenber ofl
. Americon Institute of

Certified Public -\ceountrnts
. Puerto Rico Socie$ of

( efiified Public -{ccountrnts

Ldpez-Vega, CPA, PSC

To the Honorable Mayor and
the Munlclpal Legtslature
Munlclpallty of Las pledras
Las Pledras, Puerto Rlco

we.have audited the accompanying financjal statements of the governmentar activities,each major fund, and the aegregate remaining fund information otihe Muntclpa ty of LasPiedras, puerto Rlco, as of and for the yea-r ended lr"" 50, Zdff, *nich co ectivetycomprise the Municiparity's basic financiar statements as tisted in th; tabre of contents.These financiat statements are the responsibitity of the tvtunicipality,; management. Ourresponsibility is to express opinions on these fina;cial statements oasJJon our auoit.
We conducted our audit in accordance with auditing standards generally accepted in theunited states of America and the standards appficaS'te to tinanciliauois containeo rn tnec.overnment Auditing standards, issued by the comptrotter eeneiai oi itre united states.Those standards require that we pran and perform the audit to oo-tiin ,easonaore a""uran"eabout whether the financial statements are free of material misst"iem"r,t. ln arait in"trae"examining, on a test basis, evidence supponingthe amounts and disclo;u;es in the financialstatements. An audit also includes assessing the accounting piin"ipL" u""O 

"nO 
tn"significant estimates made by management, as well as evatu-ailng t;e overa financialstatements presentation, we believe that our audit provides a ,""-aon"ot" basis for ouropinion.

As described in Note 6 to the financial statements, the [4unicipality has not maintainedcomplete and adequate records in order to obtain sufficient anJ-competent evioentiatmatter. related to the Capital Assets. reported vatue in governmenial activities anO,accordingly, the amount by which this departure wourd affe; the a;;, net assets, andexpenses of the governmental activities is not reasonably determinable.

ln our opinion, because of the effects of the mafter discussed in the third paragraph, thefinancial statements referred to above do not present talrty, in 
"ontorrii ",u 

accountingprinciples, generally accepted in the United States of America, tne ielpective tinanciatposition of the governmentar activities of the Munlcrpalty of Las ptJias, iueno ntco, as otJune 30, 2O11, and the respective changes in finan;ial position, ttrlreoi'for the year endedin conformity with accounting principles genera y accepted in the united s;tes ofAmerica.

L

UDITORS'REPORT

cellc Parane #1686- El ccrczal. san Juqn. p.R. 00926-31.t4 - T.l. (7s7) 77i.g044 t rrx (?87) 764-937?



NDEPENDENT AUDITORS' EPORT (CONTINUED

Further, in our opinion, the financial statements referred to above present fairly, in allmaterial respects, the respective capital improvemenls, debt service, and joint resolutions
funds.flnancial position, and the aggregate remaining fund informaiion oi Muntclpalty JLas Piedras, as of June 30, 2OfL, and the respectivJchanges in financial position for theyear then-ended in conformity with accounting principles generally accepted in the United
States ofAmerica.

Accounting principles generafly accepted in the united states of America require that the
manag€ment's discussion and analysis and budgetary comparison information on pages 4
thtough 77 and 74 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 considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited proceduies to the requked
supplementary information in accordance with the auditing standards generally acceded in
the United States of America, which consisted of inquiries of maiagement about the
methods of preparing the information and comparing the information for consistency 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 information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Munlcipallty of Las pledras basic financial statements as a
whole. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget
Circular A-133, Audits of States, Local Governments, and Non_ profit Organizations, and ia a
not a required part of the financial statements.

I-6pez-Vega, C PA, PSC

Ceflified Pilbli. Accounlurrs / Manrge.nenr Advisors



INDEPENDENT AUDITORS' REPORT (CONNNUED)

The schedule of expenditures of federal awards is the responsibility of management and
were derived from and relate direcfly to the underlying accounting an; other records used to
prepare the financial statements. The information has been subjected to the auditing
procedures applied in the audit of the basic financiar statements and certain additional
procedures, including comparing and reconciling such information directy to the underlying
accounting and other procedures in accordance with auditing standards genera y accepteO
in the United States of America. ln our opinion, the information is fakly stated in all material
respects in relation to the financial statements as a whole.

Mk!fl,@
San Juan, Puerto Rico
March L5,2072

Stamp No. 2632046 ofthe Puerto Rico
Society of Certified Public Accountants
was affixed to the record copy ofthis report.

I.6pez-Vega, CPA, PSC

Cenified Public Accountants / Management Advisorc



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF tAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2011

As management of the Municipality of Las Piedras (the Municipality), we offer readers the
following discussion and analysis of the lvunicipality's financial activities reported in the
accompanying basic financial statements for the fiscal year ended June 30,2011. We
encourage readers to consider the information presented here in conjunction with additional
information that is furnished in the accompanying financial statements, which follow this
narrative.

FINANCIAL HIGHLIGHTS

G ov e r n m e n t-W i d e H i Eh I i ghtf, :

. The Municipality's total assets amounted to $54,340,847 at June 30, 2011, of which
$40,618,983 consist of capital assets (net of accumulated depreciation and
amortization of $!4,a72,A2q, $LO,2A9372 consist of cash (of a 910,289,372 are
restricted for specific purposes), and $3,413,246 consist of accounts receivable, net of
the reserve for doubtful accounts and $19,246 consist of deferred charges (net of
accumulated amortization of $837)

. The lvunicipality's liabillties amounted to $32,733,186 at June 30, 2011, of which
$18,107,485 consist of bonds and notes payable, $9,276,6a2 consist of accounts
payable and accrued liabilities, $954,736 consist of claims and judgments, $2,354,724
consist of unearned revenues and $2,039,559 consist of accrued compensated
absences.

. The lvlunicipality's assets exceeded its liabilities (net assets/surptus) by 921,607,661at
June 30, 2011.

The lvlunicipality's revenues amounted to $24,082,604 for the fiscal year ended June
30, 2077, of which $14,567,963 arose from taxes, $8,905,892 arose from
intergovernmental grants and contributions, $558,689 arose from miscellaneous
revenue and interest on deposits and $50,060 arose from charges from services,

The lvunicipality's expenses amounted to $19,678,473 for the fiscal year ended .,une
30, 2011, of which $7,945,938 where incurred in providing direct services and benefits
to citizens in relation to urban and economic development, health and sanitatjon, public
safety, public housing and welfare, culture, recreation and education. ln addition, the
Municipality incurred $545,716 of its total expenses, in interests related to its long-term
obligations, and $11,186,819 in general government activities to support the
l\,lunicipality's functions and programs. The Municipality's expenses include
depreciation in the amount of $892,549, for the fiscal year ended June 30, 2011,

The Municipality's net assets increased by $4,404,!37 during the fiscal year ended
June 30,2011.

4



COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL HIGHLIGHTS (CONTINUED)

Gove m mental Funds' H Wi4hts:

. The total fund balances of governmental funds increase by $2,204,484 dwing the fiscal
year ended June 30, 2011.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The purpose of financial reporting is to provide external users of basic financial statements
with information that will help them to make decisions or draw conclusions about the
Municipality. There are many external parties that use the basic financial statements of the
Municipality; however, these parties do not always have the same specific objectives. ln
order to address the needs of as many parties as reasonably possible, the Municipality, in
accordance with required financial reporting standards, presents this Nlanagement's
Discussion and Analysis (|VD&A) as an introduction to the accompanying basic flnancial
statements. This narrative represents an overview and analysis of the financial activities of
the lMunicipality for the fiscal year ended June 30, 2011. Because this MD&A is designed to
focus on the current year activities, resulting changes and currently known facts, we
encourage readers to consider the information presented in this l\,4D&A in conjunction with
the additional information furnished in the accompanying basic financial statements.

The l\4unicipality's basic financial statements include three components: (1) government-
wide financial statements (GWFS), (2) governmental fund financial statements (GFFS), 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 Municipality as a whole (government-wide
financial reporting) and, (2) the N4unicipality's major individual governmental 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 Municipality's accountability.
The components of the basic financial statements are described below.

5



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2011

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (CONTINUED)

a) Government-wide Financlal Statemenb

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 ofthe
Municipality's operations as a whole in a manner similar to private-sector business.
These statements provide short-term and long-term information about the lVunicipality's
financial position, which assist the lvlunicipality's management to determine the
economic condition at June 30, 2011. 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 Municipality. The lvunicipality reports of all of its assets when it acquires
ownersh ip over the assets and reports a ll of its liabilities when they a re incurred. For
example, the N4unicipality reports buildings and infrastructure as assets, even though
they are not available to pay the obligations incurred by the Municipality. On the
other hand, the lMunicipality 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 fiscal years into the future.

The difference between the Municipality'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 financial statements. Although the purpose of the
N,4unicipality is not to accumulate net assets, as this amount increases or decreases
over time, such amount represents a useful indicator of whether the financial
position ofthe Municipality ls either improving or deteriorating, respectively.

2. Statement of Activities

The SA presents information showing how the Municipality's net assets changed
during the fiscal year ended June 30,2OL7, by presenting all of the lvlunicipality'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. Consequently, 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

MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2011

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (CONTINUED)

Although SA looks different from a commercial enterprise's income statement' the

differeice is only in format, not substance' Whereasthe bottom line ina commercial

"nt"rpti"" 
,"pr"""nt" its net income, the Municipality reports an amount described

as net chanle in net assets, which is essentially the same concept'

ThefocusofSAiSonthenetcostofvariousactivjtiesprovidedbytheMunicipality.
The statement begins with a column ihat identifies the cost of each of the

lvunicipality's majoi functions. Another column identifies the revenues that are

specifically related to the classified governmental functions The difference between

the expenses and revenues related to specific functions/programs identifies the

extent io which each function of the N4unicipality draws from general revenues or is

self financing through fees, intergovernmental aid, and othersources of resources'

This statement also presents a comparison between direct expenses and program

revenues for each function of the Municipality.

GWFS and GFFS present all of the Municipality's governmental activities' which are

supported mostly by taxes and intergovernmental revenues (such as- federal and state

grants and contrlbuiions). All services normally associated with the N4unicipality fall into

ihis category, including culture, recreation and education: general government; health

and sanitlation; publiJsafety; public housing and welfare; and economic and urban

development.

b) Governmental Fund Financial Statements

The Municipality'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 position and results of operations

of the Municipality's governmental funds, with an emphasis on the Municipality's major

governmentalfunds.

A fund is a grouping of related accounts that is used to maintain control over resources

that have bien segregated for specific activities or objectives The Municipality' like

most other state and local governments, uses fund accounting to ensure and

demonstrate compliance with financ+related legal requirements Each fund is

considered an independent fiscal entity accounted for within a set of self-balancing

accounts that comprise its assets, liabilities, fund equity, revenue, and expenditures'

iund accounting segregates funds according to their intended purpose and is used to

aid management i; demonstrating compliance with legal, financial and contractual

provisions.

7



COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS'{CONTINUED)

YEAR ENDED JUNE 30, 2011

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (CONTINUED)

Governmental funds are used to account for all of the services provided by the

frlrniclp"fty. These funds are used to account for essentially the same functions

;;;.fi;: C;;;;;ntal activities in the GWFS' unlike GWFS' the focus of GFFS is

ali".i"J to 
"i""iti" "ctivities 

of the Municipality rather than the Municipality as a whole;

it 
"iuloi". 

eirs t"port the Municipality's operations in more detail than the GWFS'

GFFS provide a detailed short-term view of the Municipality's finances that assist in

J"i"i.ii"i"g whether there will be adequate financial resources- available to meet the

"rii"nt 
*Io. of the Municipality, which is, evatuating the Municipality's near-term

tinancing iequirements. For fi;an;ial reporting purposes, the M!nicipality classifies its

gor"r;r""ntuf frnO. *ithin the following types: (1) general fund' (2) debt service fund' (3)

ipecial revenue funds and (4) capital improvements funds'

GFFS are prepared on an accounting basis that is significantly different from that used to

pi"p"r" ewr!. ln general, GFFS focus on near-term inflows and outflows of expendable

iinancial resources-, consequently, generally measure and account for cash and other

assets that can easily be converted to cash. For example, amounts reported on the

balance sheet includ; capital assets within a very short period of time' but do not

include capital assets such as land and buildings Governmental fund liabilities

lenerally include amounts that normally are going to be paid within.a.very short period

ift"t tn6 
"no 

of the fiscal year. The difference between a fund's total assets and total

liabilities is reported as th; fund balance, and generally indicates the amount that can

bL used to fina nce the next fiscal year's activities Likewise, the operating statement for

loreinr"nt"t funO" teports only those revenues and expenditures that were collected in

;ash or paid with cash, respectively, during the current fiscal year or very shortly after the

end ofthe fiscal Year.

BecausethefocusofGFFSisnarrowerthanthatoftheGWFS,itisusefultocomparethe
fund information presented for governmental funds with similar information presented

for governmental activities in the GWFS. By doing so, readers may better understand the

longlterm impact of the Municipality's near-term financial. decisions- Both the

gov;rnmental funds' balance sheet and the governmental funds' statement of revenues'

;xpenditures and changes in fund balances provide a reconciliation to facilitate the

comparison between governmentalfunds and the governmentalactivities reported in the

government-wide f inancial statements.

The Municipality hasfour major governmental funds. Each major fund is presented in a

separate column in the governmentalfunds'balance sheet and the governmental funds'

statement of revenues, expenditures and changes in fund balances The four major

lovernmental funds are: (1) general fund, (2) debt service fund, and (3) legislative joint

resolutions fund and (4) capital improvements fund.

'r,
8
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2011

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (CONTINUED)

c) Notes to Easrc Fi, ancial Statements

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.

d) Other Supplementary lnformation

The basic financial statements are followed by a section
information consisting of: (1) budgetary comparison schedule -
Schedule of Expenditures of Federal Awards.

full understanding of the
immediatety fo owing the

of other supplementary
general fund and (2) the

FINANCIAL ANALYSIS OF GOVERNMENT.WIDE FINANCIAL STATEMENTS

The [4unicipality's overall financial position and operations for the prior and the current
fiscal year are summarized as fo ows, based on the information included in the
accompanying GWFS:

Condensed Statement of Net Assets
Governmental Activities

June 30, 2011and 2010
20La 20LO

Current assets
Noncurrent assets:

Capital assets, net of accumulated deprecjation
Deferred charges. net of accumulated amortization

Total assets

Liabilities:
Current liabilities

Long-term obligations due within oneyear

Longlerm obligations due after one year
Totalliabilities

Net assets (deficitl
lnvested in capitalassets, net of debt
Restricted
Unrestricted

Total net assets, as restated

$ 54,340,847 $ 47,s93,697

$ 13,702,618

40,61a,983
79,246

$ 13,197,902

34,395,795

$ 9,031.406

2,549,799

21,151,981

$ 9,791,165

2,765,732

17,762,539
$ 32,733,186 $ 29,719,436

$ 30,069,709
6,047,7 40

(14,503,788)

$ 24,472,a7 7
4,444,626

(10,983,236)

9

$ 21,607,661 $ 77.A74,267



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF tAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS (CONTINUED)

At June 30, 2011, the N,lunicipality's current assets, amounting to $13,702,618, are mainly
composed of cash ($ 70,289,372), and accounts receivable ($3,473,246), 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 federally and state funded grant programs. Restricted cash also 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 Municipality's non-current assets, amounting to $40,638,229 at lune 30, 2OL1, ate
composed of capital assets, with a cost basis of $55,431,808, which are reported net of
accumulated depreciation and amortization ol $74,812,825 and deferred charges
amounting to $19,246 (net of accumulated amortization of $837).

At June 30, 2077, lhe Municipality's current liabilities amounting to $14,181,205 are
mainly composed of accounts payable and accrued liabilities ($9,276,682), and unearned
revenues ($2,354,724), and the current portions of long-term obligations ($2,549,799)
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 l',4unicipality's non{urrent liabilities, amounting to $18,551,981 at June 30, 2011, are
mainly composed of portions due after one year of bonds and notes payable ($16,845,702),
compensated absences ($751,543) 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 Municipality exceeded liabilities by $21,607,661 at
June 30, 2011. The most significant portion of net assets ($30,069,709) reflects the
lMunicipality's investment in capital assets (e.9. land, buildings, machinery, equipment,
furniture, fixtures, infrastructure, etc.), net of all related debt still outstanding that was
issued to acquire, construct or improve those assets. The Municipality uses these capital
assets to provide services to its citizens; consequently, these assets are not available for
future spending. Although the Municipality'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 ($6,041,740) at June 30, 2011, represents resources
that are restricted for debt service payments, capital improvements and other purposes.

10



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF tAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIqCONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS (CONTINUED)

The remaining component of total net assets consists of unrestricted deficit amounting to
$14,503,788 at June 30, 2011. These unrestricted net liabilities are the consequence of
previous budgets that did not provide sufficient funding for incurred long,term obligations,
such as bonds and notes payable, compensated absences, 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 Municipality increased by $4,404,131 for the fiscal year ended
June 30,2011.

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

Condensed Statement of Activities
Govern me nta I Activities

FiscalYears Ended June 30.2011and 2010
20ra 2010

Program revenuesi
Program-specafi c operating grants and contributions
Program'specific capital grants and contributions
Charges for sewices

Total program revenues
Generalrevenues:

Propeny taxes
lrunicipal license taxes
Construction excise taxes
Sales and use tax
ll nrestricted grants and contributions
0ther general revenues (various sources)

Totalgeneral revenues
Totalrevenues

Program expensesi
Generalgovernment
Urban and economic development
Health and sanitation
Public safety
Public housing and welfare
Culture, recreation and education
lnterest on long-term obligations

Total expenses
Net increase in net assets
Net assets, at beginning of fiscal year
Prior period adjustments
Net assets, at beginning of fiscalyear, as restated
Net assets, at end offiscalyear

$ 3,372,423 $
2,436,406

50,060

2,270,46A
7,47 4,457

81,382
5,858,889 3,526,007

4,676,425
4,130,099

731,588
a,o23,457
3,097,063

554,649

8,106,579
3,241302

444,900
7,154,274

64s,860
342,O32

74.223,715 14,024,951
24.042,604 77,554,95a

11,186,819
2,56!,417
1,272,127

934,27 4
2,674.O75

620,045
545,716

8.242.O75
2,938,568
4320,3O2
1,124.520
2.206334

50s,115
539,274

79,674,413 16,876,196
4,404,L37 674,762

17,a74,267 17,198,553
(670,731) (3,054)

17,203,s30 17,19s,499

L1,

$ 21,607,661 $ 17,A74,261-



COMMONWEALTH OF PUERTO RICO
MUNICIPATIW OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS (CONTINUED)

As previously mentioned, the lMunicipality's net assets increased by $4,404,131 during the
current fiscal year. Approximately 60% of the l\4unicipality's total revenues for the current
fiscal year came from property, municipal license, construction excise taxes and sales and
use taxes ($14,567,963). Grants, contributions and charges for services (program
revenues), amounting to $8,955,952, provided 37% of the total revenues for the current
fiscal year. Miscellaneous revenues and interest on deposits, amounting to $558,689
provided the remaining 2% of total revenues.

The lvlunicipality's expenses cover a wide range of services. The largest expenses of the
Municipality for the fiscal year ended June 30, 2011 were related to: (1) general
administrative and operating costs ($11,186,819), which were classified as "general
government", (2) public housing and welfare ($2,618,075), (3) urban and economic
development ($2,56L,417), (4) health and sanitation ($!,272,727), (5) public safety
($934,274), (6)culture, recreation and education ($620,045), and (7) interest on long-term
obligations ($545,716). These expenses include depreciation and amortization of capital
assets and deferred charges in the amounts of $893,386 for the fiscal year ended June 30,
20t7.

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS

Analysis of Financial Posltlon of Governmental Funds

As discussed earlier, the lMunicipality uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. The focus of the lMunicipality's
governmental funds is to provide information on near-term inflows, outflows, and balances
of expendable resources. Such information is useful in assessing the lrlunicipality'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 fiscal year.

At June 30, 2011, the total assets of governmental funds amounted to $13,997,036, which
consisted principally of: (1) cash ol $7O,289,372 (2) accounts receivable, $3,413,246, net
of reserve for doubtful accounts, and (3) inter-fund receivables ol $294,418. Such assets
are restricted for debt service, capital improvement, encumbrances and other specific
purposes.

At June 30, 2O7!, lhe total liabilities of governmental funds amounted to $11,562,561,
which consisted principally of: (1) accounts payable and accrued liabilities of $6,676,682,
(2) deferred revenues of $3,486,461, (3) inter-fund payables ($294,418) and (4) matured
bonds due and payable of $1,105,000.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF tAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED IUNE 30, 2011

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (CONTINUED)

The fund balances of governmental funds increased by $2,2O4,4a4 during the fiscal year
ended June 30,2011.

Condensed Balance Sheet - Governmental Funds
June 30, 2011and 2010

20aL
Assetsl

Total assets - major governmental funds

Totalassets - other governmental funds
Combined total assets

Liabilities:

Total liabilities - major governmental funds

Total liabilities - other governmenial funds

Combined total liabilities

Fund balances:

Restricted - major governmental funds

Restricted - other governmental funds

Unreserved - all governmental funds
Combined totalfund balances, as restated

fotal liabilities and fund balances

$13,061,547
935,489

$12,754,4A4
899,465

$13,997,036 $13,653,949

$t7,t2a,tt6
434,445

$t2,404,357
348,877

1]-,562,567 72,753,228

7,59t,422
501,044

(5,657,991)

5,619,206
550,594

(5,269,079)
2,434,475 900,727

$13,997,036 $13,6s3,949

Major Governmental Funds

General fund (GH - The GF is the principal operating fund of the Municipality. The GF's total
assets amounted to $3,830,718 at June 30, 2011. Such assets consist principally of: (1)
cash and cash equivalents ($493,211), (2) property tax, municipal license tax, construction
excise tax, sales and use tax, and intergovernmental grants and contributions receivable
($3,044,069), and (3) short-term and long-term amounts due from other funds ($293,438).

The GF's total liabilities amounted to $9,488,709 at June 30, 2011. Such liabilities are
composed mainly of: (1) intergovernmental payables ($1,929,245), (2) deferred revenues
($3,331,835), (3) accounts payable and accrued liabilities ($4,226,649), and (4) short'term
and long term amounts due to other funds ($980).
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF tAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (CONTINUED)

At the end of the current fiscal year, unassigned fund deficit of the GF amounted to
$5,657,991.

Debt service fund (DSFF The DSF's total assets amounted to $3,927,778 al )une 30,2OL7,
which consist mainly of restricted cash in fiscal agent ($3,846,448), restricted property
taxes receivable, net of reserve for doubtful accounts ($33,352), intergovernmental grants
and contributions receivable and accrued interest on deposits ($41,978). The DSF'S total
liabilities amounted lo $7,420,314 at June 30, 2011, which are mainly composed of: (1)
matured bonds due and payable ($1,105,000), (2) accounts payable and accrued liabilities
($315,161), (3) and short-term and long-term amounts due to other funds ($153).

Legislative ioint resolutions fund (LJRn - The URF'S total restricted assets amounted to
$1,526,136 at June 30, 2011, which consist of cash in a commercial bank ($1,526,136). At
the end of the current fiscal year, LJRF's total fund balance is $1,526,136.

other governmental funds (OGFI The oGF's total assets amounted to $935,489 at June 30,
2011, which consist mainly of restricted cash and cash equivalents ($651,078),
intergovernmental grants and contributions receivable ($283,430) and due from other
funds ($980). The OGF's total liabilities amounted to $434,445 at June 30, 2011, which are
mainly composed of deferred revenues ($67,370), accounts payable and accrued liabilities
($84,206) and short-term and long-term amounts due to other funds ($282,869)-

Capital improvements funds (ClH - The CIF's total assets amounted to $3,782,915 at June
30, 2071, which consist mainly of cash and cash equivalents ($3,772,499) and accrued
interest on deposits ($10,416). The CIF's total liabilities amounted to $219,093 at June 30,
2011, which are mainly composed of accounts payable and accrued liabilities ($727,427),
deferred revenues ($87,256) and short-term and long-term amounts due to other funds
($10,416). At the end of the current fiscal year, CIF'S total reserved fund balance reached
$3,563,822.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (CONTINUED)

Analysls of Operatlng Resuns of Governmental Funds

Condensed Statement ol Revenues, Expenditures and ChanEles

in Fund Balances - GovernmentalFunds

FiscalYears Ended June 30,2011and 2010

20L1- 2010

Total revenues - major govern mental fu nds

Totalrevenues - other governmenta I funds

Combined total revenues

Expenditurcs:

Totalexpenditures - major governmenta I funds

Totalexpenditures - other governmenta I funds

Combined total expenditu res

Dellclency of rcvenues unaler expenditures

Othet frnancinll sources, net:

Other financing sou rces, net - major

govern mental fu nds

Other flnancing sou rces (uses), net - other

govern mental fu nds

Combined otherfinancing sources (uses), net

Excess (deftciency) of rcvenues and othet

tinancing sources over (undet) expenalitures

and other financin4 uses

Fund balance, at beqinning of fiscal year

tu io t+e iocl aclj uslJne nE

Funal balance, at beg,lnning of llscal year (rcstated)

Fund balance, at end of f6cal year

$ 79,479.404

3,359,700

$ 14,s60,900

7,775,462

22,839,704 16,336,762

27,467,630

3,407,990

18,260,543

7,6aa,27 4

24,869,620 49,944,457

(2,030,516) (3,612,095)

4,236,264

(7,260)

4,235,O00

3,695,243

(36,106)

3,659.137

2,204,4a4 47,O42

900,72r
(67O,731)

856,733
(3,O54)

229,997 453,679

t5
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDEDJUNE 30,2011

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (CONTINUED)

Maior Governmental Funds

General fund - The total fund balance of the GF decrease by 9701,279 during current fiscal
year.

Approximately 74% ($10,326,668) of the cF's total revenues for the current fiscat year
came from property, municipal license, construction excise taxes and sales and use taxes,
while 27a/o ($2,973,499) resulted from intergovernmental grants and contributions.

The largest expenses of the GF for the fiscal year ended June 30, 2011 were related to; (1)
general administrative and operating costs ($10,772,631), (2) construction, rehabilitation
and preservation of new or existing housing, ($2,092,144), which were classified as ,.urban

and economic development, (3) health and sanitation ($1,194,647), (4) pubtic safety
($834,209), (5) public housing and welfare ($684,404), and (6) cutture, recreation and
education ($559,469).

Debt service fund (DSH - The total fund balance of the DSF increased by $1,598,114
during current fiscal year. Approximately $3,121,359 of DSF'S total revenues for the current
fiscal year came from restricted property taxes. DSF'S total expenditures for the current
fiscal year came from principal and interests on bonds and notes payable (91,534,366).

Letsislative ioint resolutions tund ([JRH - The total fund balance of the URF remain the
same in comparison with prior fiscal year. URF'S total fund balance at the end of the current
fiscal year amounted to $1,526,136.

Caoital improvements funds (ClH - The total fund balance of the CIF increased by
$1,357,199 during current fiscal year. CIF's total revenues for the current fiscal year came
from intergovernmental grants and contributions amounting to $2,356,929 and interest on
deposits amounting $79,477. CIF's total expenditures for the current fiscal year were mainly
related to capital outlays, ($2,627,757) general administrative and operating costs
($203,917) and debt issue cost ($7,989).

Other Eovernmental special revenue funds (OGSRn - The total fund balance of the OGSRF
decreased by $49,550 during current fiscal year. Substantially all of OGSRF'S revenues for
the current fiscal year came from lntergovernmental grants and contributions of
$3,359,682 and interest on deposits of $18. Total expenditures were mainly related to
public housing and welfare ($1,714,439), public safety ($2) and capital ouflays,
($1,693,549).
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF LAS PIEDRAS

MANAGEMENT DISCUSSION AND ANALYSIS{CONTINUED)

YEAR ENDED JUNE 30, 2011

a)

b)

CAPITAL ASSETS AND DEBT ADMINISTRATION

CapitalAssets

The Municipality has invested $55,431,808 in capital assets used in governmental
activities, which have an accumulated depreciation and amortization of $14,8 72,825 ai
June 30, 2011. The net capital assets increased during the current fiscal year due to the
current fiscal year's capital additions ($4,235,410), which were partially offset by the
depreciation and amortization expense.

Debt Administration

The lMunicipality 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, 2011, the Municipality's total bonded debt amounted to $17,080,000,
consisting of bonds and notes payable. Such debt is backed by the full faith and credit
ofthe Municipality. The N4unicipality 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 lMunicipality's finances
for all of the Municipality's citizens, taxpayers, customers, investors and creditors. This
financial report seeks to demonstrate the Nlunicipality's accountability for the money it
receives. Questions concerning any of the information provided in this report or requests for
additional information should be addressed to: Municipality of Las Piedras, Financa
Department.
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Commonwealth ot Puerto Rico
Ivlunicipality of Las Piedras
Statement of Net Assets

June 30, 2011

Governmental
Activities* Assets

Curent a.<FJ..

_ Cash in commercial banks

Accounts receivable, net of allowance for dou btfut

accounts:

_ Taxes:
v Propenytaxes $ 1,0a6,032

M u n icipal licence taxes 96a
Sales and usetaxes 88.997

- lntergovernmental grants and contributions 1,a68,O72
Total accounts recervable

- Restricted assets:

Cash in commercial banks

Cash with flscalagenl

- Accrued interestson deposits
lntergovernmenta I grants and contributions receivable

- Property taxes receivable, net of reservefor

- dou btfu I accou nts

Total resticted assets
Tota I current assets

Non-current assets:

- Capital assets, at cost:

2,640,570
7,648,aO2

10,626
325,199

3,044,069

10,658,54S
1,3,702,6!A

40,634,229

$ 54,340,a47

Depreciable capital assets
Nondepreciable capital assets

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

49,496,023
5,535,745

ss,431,a08
u4,472,425)

Total capital assets, netof accumulated
depreciation and amortization 4O,61a,983

Deferred charges, net ofaccumulated amonization of$837 t9,246
Tota I nonru rrent assets

Totalassets

The notes tothe financial statements are an integrat pa n of this statement,
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Commonwealth of Puerto Rico
Municipality of Las Piedras

Statement of Net Assets-Concluded

June 30, 2011

Liabilities and net assets

Current liabilities (due withln one year):

- Accounts payable and accrued liabilities:
Trade pa,€bles and accrued liabilities
lntergovernmental payabtes

Total accounts payable and accrued liabilities
lJnearned revenues

Liabilities related to restricted assets:
* Accounts pa)€ble and accrued liabilities

Accrued interests on bonds payabte

Unearned revenues

Current portion of longterm obtigations:
Bonds and notes payable

_ Compensated absences
Totalcurrent portion of longlerm obligations

Total current liabilities

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

Long term accounts payable

- Bonds and notes payable

$ 4,226,649

Governmental
Activities

$ 6,155,a94
2,200,098

205,627
315,161
754,626

4,267,143
1,244,o16

675,414

2,549,799
11,581,205

2,600,000
16,845,702

751,s43
954,736

Compensated absences
Claims andjudgments

Total nonrurrent tiabitities
Totalliabilities

- Net Assets (tiabitities):

- lnvested in capital assets, net of related debt
Restricted for:

- Debtservice
Fedemland state funded paograms

27,L57,541
32,133,1a6

30,069,709

3,606,464
2,435,276

Total resticted net assets 6,047.740
Unrestracted (dericir) (14,5O3,78a)

Totat net assets $ 21,607,661

fhe notes to the fina ncial statements are an integralpart of this statement,
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Commonwealth of Puerto Rico
Municipality of Las Piedras

Statement oI Activities
For the Year Ended June 30,2OLa

Net (Epen*) Rerenue6.d

ljlban and ffi nomi. developmed

Public hocing and wefare

Culture, reGation 6nd ed!€tion
lntee$ on long'ie.m obrigations

Tota govemmental activltje

2,614,075

2,356929 (204,488)

11,212.1271

1931.274)

(620,04s)

(453,949)

3,359,632

229A

5 19,674,473 $ 50.060 $ 3,372,423 $ 2.436,406

Construction ercise Gxes

lnteEorernmenta gEnts and conlrrbulions

nft /6tric1:ed to spec fic prog€ms

Net a$ets al beginnine orfis@ year

Priorpe od adjushents
Net asls al the beginning of fiser year. as Gstared

Net asrs ai end or f6@ year

4,676,425

737,544

The notes to the financial statements are an integrat part of this statement
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Commonwealih of Pueno Rico
Municipality of tas Piedrcs

Balance Sheet - covemmentat Funds
covernmental Funds

.rune30,2011

Major govehmentat runds

other Iotat
Gdemmenlal covenmentat

Funds Funds

rdar rlnd branes tddcn)

15,557ee1)

______.1!l!l:991r

The notes to the nnancial statements are an integralpart ofthis statement.

2L



Commonweatih of pueno Rbo
Municipattty of Las piedras

Statemeht of RevenueE, Erpendirures 6n.t Changes in Fund Batanc6 (Defacits)

coyemmentat Funds
For the YearEndedJune 30.2011

orhd Totat
Governmeibl Gov€hmentat

F!n& Funds

lfuigolmmml.6iEadMMbE

-____l!:!:fa

Oth.rnn.nclneeu'Btu.Er

rdr tutrn.mina enr* G*)

Nd *ces (e.gr h tuid bb]c (ddfi0

__ilEng_

_______r:l?!!1r

-___l!a:lq

-##ffi:::M"\
.! \r.$\- 
q\w'

_______!rE1r
_____..r3i!!4:r

The notes to thefinancial statements are an integral part ofthis statement.
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Commonwealth of Puedo Rico
Municipality of l-as piedras

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

For the Year Ended June 30, 2011

ITle amounts of governmenta I activities reported in the Statement of Net Assets and the BataflceSheen

_ 
Governmenta I Fu nds, a re d ifferent for the fo owing reasons:

v TotatFund Batances reported inthe Batance Sheet€overn mental Funds $ 2,434,415

_ Add (Deduct):

Capital assets used in governmental actjvities are not considered avaitabte financiat resolrces at fiscat

_ year-end, therefore, are not reported in the covernmentat Funds. This is the carrying amount of capitat

' assets, net of accu mu lated depre.iaton and amortization of914,a12,a25 atJune30,2011. 40,61a,983

Debt issued by the l\,lunicipality has associared costs (debr issuance costs) ihar are paid from current
avaihble nnancial resources in the governmenlat funds, However these costs are defefied in the
statement of net assets and reponed net of accu mutared amortization oi$19,246. !9.246

Certain deferred revenues in the covernmentat Funds are recognized as revenues in rhe Statemenr of
Activities. Thls istne netchange in unavailable prcperry revenues rhatare measurabte but notavaitabte at
lune 30, 2011. 2,236J37

Thefollowing liabilities are not due (mature) in the current flscatyear, therefore, are not reported in rhe> covernmental Funds atJune 30.2011.

tona term accounts oaYable
Bonds and notes payable

Compensated absences

- Cla ims and j udgments

Net Assets Govern mentat Activities, as reported in the Statement of Net Assets

(2,600,000)
(1a,107,485)

(2,039,559)
(954,736)

$ 21,607,661

The noles to the linancial statements are an iniegEt part of this statement.
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Commonwealth of Puerto Rico
Municipality ol 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, 2011

The amou nts of govefimental activities reported in the statement of Activities anct the statement of
- Revenues, Expenditures and Changes in Fund Balances (Deficits) - Governmentat FLrnds, are

- d ifferent for the following reasons:

Total net increase in Fund Batances (deficits) reponed in the Statement of RevenLres, Expenditues
and Change in Fund Balances covernmental Funds. g 2,2O4,4e4

Add (deduct):

Net change in deferred property tax revenues, municipat ticense tax revenues, construction excise
tax revenues afld intergovernmentat grants and contributions that are measurabte but not availabte
al June 30. 2011. 1,a55J22

Governmental Funds report capitalouflays as expenditures. However, in the Statement of Activities
the cost of those assets is atlocated over their estimated usefut lives as depreciation and

- amortization expense. fhis isthe excess of capita I outtays (g5,12 7,959) over depreciation expenses

_ 
($892,549). 4,235,470

- Proceeds from ,ssuance of bonds are reponed as other fina ncia I sources; however, these proceeds
increase tong-term tiabitities in the Statement of Net Assets. (4,235,0OO)

- Repayment of principal of longterm obtigations is reported as exoenditure in the Governmental

343,515Funds; however, the repayment reduces longterm liabttities in theStatementof Net Assets,

Change in \el Assets ot GovernmenLdtAdtvttres $ 4,404,131

The notes to the financlalstatements are an integral part of this sratemenl
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2011

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Las Piedras (the lMunicipality) is a local municipal government
constituted in the Commonwealth of Puerto Rico (the Commonwealth). The N4unicipality
has full legislative, fiscal and all other governmental powers and responsibilities expressly
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 tMunicipatity is
one of seventy-eight 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 Nlunicipality's governmental system consists of executive and legislative branches
only. A Nlayor, elected every four years by the citizens, exercises the executive power of
the lMunicipality. The l\4unicipal Legislature, whose members are also elected every four
years, exercises the legislative power of the Municipality. The General Justice Court
System of the Commonwealth, which has jurisdiction over the N4unicipality, exercises the
judiciary power.

The Municipality assumes either partial or full responsibility for providing 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 Repofting Model

The accompanying basic financial statements present the financial position and the
results of operations of the Municipality as a whole, and its various governmental
funds as of and for the fiscal year ended June 30, 2011, 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 Mana*ernent s Drscussion and Analysis - for State
and Local Governments (GASB No. 34), the required basic financial statement
presentation applicable to the N4unicipality is composed of the following elements: (1)
government-wide financial statements (GWFS), (2) governmental fund financial
statements (GFFS), (3) notes to basic financial statements, and (4) required
supplementary information (RSl).
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

NOTES TO BASIC FINANCIAL SIATEMEMS - CONTINUED

YEAR ENDEDJUNE 30, 2011

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

a) Financial Reporting, Model (Continued)

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 Municipality's basic financial statements.

MD&A is a narrative report that introduces the accompanying basic flnancial
statements and provides an analltical overview of the lvluniclpality's financial activities
for the fiscal year ended June 30, 2011, based on the lvunicipality's knowledge of the
transactions, events and conditions reflected in the basic financial statements. The
N4D&A also highlights certain key fiscat poticies that controt the lVunicipatity,s
operations.

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

On N4arch 2009, the Municipality adopted the provisions of GASB Statement No. 55,
The Hierarchy of Generally Accepted AccountinE Principtes for State and Local
Goyernments (GASB 55), and GASB Statement No. 56, Codiflcation of Accounting and
Financial ReportinE Guidance Contained in the AICqA Statements on Auditing,
Standards (GASB 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 codiry all cAAp 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 Public Accountants' Statements on Auditing
Standards. This Statement addressed three issues not included in the authoritative
literature that establishes accounting principles-related party transactions, going
concern conSiderations, and subsequent events.

The adoption of GASB 55 and GASB 56 did not have retroactive cumulative ellects
affecting the accompanying financial statements as of July 1, 2010, and have not
affected the financial positions and the results of operations reported as of and for the
fiscalyear ended June 30, 2011.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

NOTES TO BASIC FINANCIAL STATEMENTS - CONTINUED

YEAR ENDED JUNE 30, 2011

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

a) Financial Reporting, Model (Continued)

Accordingly, the accompanying GFFS have not reported any retroactive restatements or
reclassifications offund equities as ofJuly 1,2010,

b) Financlal Repo'ting Entity

The accompanying basic financial statements include all departments, agencles 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. 81.

The lVunicipality'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 l\4unicipality may be such that exclusion of
their basic financial statements from those of the [runicipality would cause the
Municipality's basic flnancial statements to be misleading or incomplete.

GASB Statement No. 14, Ihe Financial Reporting Entity (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 ability of the tMunicipatity to impose its wifl
on that organization or (2) the potential for the organization to provide specific
financial benefits to, or impose specific financial burdens on, the Municipality.

On July 1, 2OO4, the Municipality adopted the provisions of GASB Statement No. 39,
Determinin€ Whether Ceftain OrEanizations are Component Units - an Amendment of
GASB Statement No. 14(GASBNo.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 discretely presented component unit of a reporting entity if all of the
following criteria are met:
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b) Financial Reporting EntW (Conunued)

The economic resources received or held by the separate organization are entirely or
almost entirely for the direct benefit of the 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 unjts, is entitled to, or has the ability 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 financially integrated with,
the primary government. Such types of entities maybe presented as either blended or
discretely presented component units, depending upon how they meet the criteria for
each specified in GASB No. 14.

The Municipality's management has concluded that, based on the aforementioned
criteria, there are no legally separate entities or organjzations that should be reported
as component units of the lvlunicipality for the fiscal year ended June 30, 2011.

c) Govemment-wide Financlal 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 Nlunicipality as a whole. These statements are aimed at
presenting a broad overview of the Municipality's flnances 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 frlunicipality as a single
economic unit and not on compliance with budgets, regulatory requirements or on the
use of available or currently expendable financial resources (referred to as fiscal
accountability). Operational accountability is the lvlunicipality's responsibility to report
to the extent to which it has met lts operating objectives efficiently 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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c) Government-wide Financial Statements (Continued)

The accompanying statement of net assets provides short-term and long-term
information about the lVunicipality's fjnancial position by presenting all of the
lvlunicipality'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, this
statement reports the extent to which the lMunicipality has invested in capital assets
and discloses legal and contractual restrictions on resources.

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

. lnvested in capital assets, net of related debt - This net asset category consists of
capital assets, net of accumulated depreciation and amortization, reduced 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 legislation consists of
legislation that authorizes the Municipality to assess, lew, 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 N4unicipality with an explicit understanding between the
N,lunicipality 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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c) Govemment-wide Financial Statements (Continued)

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
Municipal Legislature.

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

(1) Debt service - Represent net resources
payments of bonds and notes payable.

(2) Grants and contributions - Represent
federal and state grants, which have
programs.

available to cover future debt service

net resources available from certain
been set aside to carry out several

. 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 removed or
modified.

When both restricted and unrestricted resources are available for use, it is the
lvlunicipallty'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 30,2071, using a net (expense) revenue format. This
statement presents the cost of each function/program as well as the extent to which
each of the [,lunicipality's functions, programs or other services either contributes to or
draws from the Nlunicipality's general revenues (such as property taxes, municipal
license taxes, construction excise taxes, etc.),
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c) Government-wlde Financial Statements (Continued)

A function/program describes a group of acuvities that are aimed at accomptashing a
major service or regulatory responsibility. The functions/programs reported an the
accompanying basic financial statements are: (1) general goveinment, (2) urban and
economic development, (3) public safety, (4) heatth a;d sanitation, (S) cutture,
recreation and education and (6) public housing and welfare. The governmentat
operations of the Municipality's departments and operational units are classified within
the following functions/programs in the accompanying basic financial statements:

Genelal government:
l\4unicipal Legislature
Mayor's Office
Department of Finance
Department of Planning and Budget
Department of Human Resources
Department of Municipal 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 lvanagement Civil Defense
Department of Municipal police

Health and sanitation:
Department of Health

Culture, recreation 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

31



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

NOTES TO BASIC FINANCIAL STATEIvIENTS - CONTINUED

YEAR ENDED JUNE 30, 2011

1. ORGANTZATTON AND SUMMARY OF StGNtFtCANT ACCOUNTTNG pOLTCTES (CONTTNUED)

c) Government-wide Financial Statements (Continued)

The statement of activities demonstrates the degree to which program revenues ofTset
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.

Program revenues are generated directly from a program itself or may come from
parties outside the Municipality'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 Municipality'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
services, 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 contributions 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 specifically attributable to a program and reduce the net
expense of that program to the Municipality. They are reported net of estimated
uncollectible amounts.

General revenues are the default category for revenues. 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 other
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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c) Govemment-wide Financial Statements (Continued)

definitlon of program revenues are classified as general revenues. Resources that are
dedicated internally by the Municipality are reported as general revenues rather than
as program revenues. All general revenues are reported net of estimated uncollectible
amounts, which are recorded as reduction of revenues rather than as expenses,

Specia/ 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 Eovernment function/program reported in the accompanying statement of
activities includes expenses that are, in essence, indirect or costs of other
functions/programs of the lMunicipality. 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 lvlunicipality 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 lvunicipality classifies all of its activities as governmental activities in the
accompanying GWFS. These are activities generally financed through taxes,
intergovernmental revenues and other non-exchange revenues that can be used to
support the lMunicipality's programs or services. These governmental activities are
also generally reported in the GFFS.

The Municipality has no fiduciary activities, which are those in which the Municipality
would be holding or managing net assets for specific individuals or other external
parties in accordance with trust agreements or other custodial arrangements. ln
addition, the I\4unicipality has no operations or activities that are financed 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) Govemmental Fund Financial Statements

A fund is a fiscal and accounting entity consisting of a self-balancing set of accounts
used to record assets, liabilities and residual equities, deficits or balances, and
changes therein, which are segregated for the purpose of carrying on specific activities
or attaining certain objectives in accordance with GAAP andlor 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
Municipality's governmental funds by presenting sources, uses and balances of current
financial resources. Some of these financial statements have a budgetary orientation
and focus primarily on: (1) the Municipality's major governmental funds, as defined
below, (2) the fiscal accountability and (3) the individuat parts of the tvtunicipality's
government. Fiscal accountability represents the lMunicipality's responsibility to iustify
that its actions in the current fiscal year have complied with public decisions
concerning the raisjng and spending of public moneys in the short term (generally one
fiscalyea0.

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 establlshed by the
Municipality. On July 1, 2010, the Municipality adopted provisions of GASB Statement
No. 54, Fund Balance Repofting and Governmental Fund Type Definitions (GASB 54),
which modified the interpretations of certain terms within the definition of the special
revenue funds and the types of activities the N,lunicipality may choose to report in
those funds. GASB 54 also clarified the capital projects fund type definition for better
alignment with the needs of preparers and users. Defjnitions of other governmental
fund types also were also modified for clarity and consistency.

Pursuant to the provisions set forth by GASB 54, the lMunicipality reported the following
governmental funds in the accompanying GFFS:
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d) Governmental Fund Financiat Statements (Continued)

. General fund -fhe general fund isthe lMunicipality,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. lt is presumed that the lVunicipality,s governmental
activities have been reported in the general fund except for transacti;ns for which
one of the following compelling reasons has required the use of another fund: (1)
legal requirements, (2) GMP requirements or (3) the demands of sound financial
administration requiring the use of a governmental fund other than the general
fund.

. Debt seruice fund - The debt service fund is a major governmental fund, as defined
below, used by the lvunicipality 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/or (2) bonds payable or any general long-term debt for which the Nlunicipality
is being accumulating financial resources in advance to pay princioal and interest
payments maturing in future years. During the fiscal year ended June 30,2O1I,
the financial activity accounted for in the debt service fund was specifically related
to bonds and notes payable.

The outstanding balance of general longterm 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 debt service
- interest expenditures in the generalfund.

Legslative joint resolutions fund - fhe joint resolutions fund is a major
governmental fund, as defined below, used by the Municipality 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 facilitles and services.
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. Capital imprcvemerts furds - 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 ouflays 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 lvunicipality,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.

. Special 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 lvuniclpallty or legally restricted by outside parties for use in specific purposes
(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 l\4unicipality's general fund provided that all applicable legat 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
lMunicipality's most important funds. Accordingly, the lvunicipality is required to
segregate governmental funds between major and non-major categories within the
GFFS. Major individual governmental funds are reported individua y as separate
columns in the GFFS, while data from all non-major governmental funds are
aggregated into a single column, regardless of fund type.

By definition, the Municipality'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 element total (assets, liabilities, revenues or
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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;ther
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 crlteria, the N4unicipality,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 lmprovements 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.

The legislative joint resolutions fund is a major capital improvements fund used to
account for flnancial resources that are received from the state legislature for use in
the acquisition, construction or improvement of major caOital 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) Measurement Focus and Basis of Accounting,

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 limitations detailed below, revenues (including
interest on deposits) are generally recorded when earned and expenses are generally
recorded when a liability is incurred, regardtess ofthe timing of retated cash ftows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange
and exchange-like transactions are generally recorded when the exchange takes place.
ln exchange transactions, each party to the transaction receives and gives up
essentially equal values. An exchange-like transaction is one in which there is an
identifiable exchange and the values exchanged, though related, may not be quite
equal. Nevertheless, the exchange characteristics of the exchange-like transaction are
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strong enough to justify treating it as an exchange for accounting purposes (examples
include certain charges for services and mjscellaneous revenuea, which 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 using the criteria set forth by GASB Statement No. 33,
Accounting and Financial RepoftinE for Nonexchange Transactions (GASB No. 33).
GASB No. 33 established accounting and reporting standards for non€xchange
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 direcly 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.

ln 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.

In the case of imposed non-exchange revenue transactions (such as property taxes
and municipal license taxes), which result from assessments made by the lMunicipality
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€xchange transactions (such as grants and contributions)
result when a government at one level (such as the federal or state government)
provides resources to the Municipality and the provider government requires the
Municipality 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 N4unicipality must expend
resources on the specific purpose or project before the provider reimburses any
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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 ;xchanges,
willingly entered into by two or more parties. ln these types of transacti;ns,
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-exchange 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 tong_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 significantly 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 cFFS.

Governmental fund financial statements - The accompanying cFFS 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 lvlunicipality considers most revenues to be avallable if collected
within 90 days after June 30, 2017, 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, 2011.

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
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sources meet both measurabitity 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 exchangelike transactions are also generally recorded
when the exchange takes place. Accordingly, certain charges for seryices 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 thJfiscal yeaiwhen 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 fiscal tear that the use
of the resources is permitted. Receivables and revenues from federal and state grants
and contributions, donations and entiflements are also generally recorded when all
eligibility requirements imposed by the provider have been met (generally, as qualirying
reimbursable expenditures are incurred).

lnterest on deposits is recorded when earned only if collected within 90 days after the
fiscal year€nd since these revenues would be considered both measurable and
available.

Pursuant to the provisions of GASB lnterpretation No. 6, Recognition and
Measurcment of Ceftain Liabilities and Expenditures in covernmental Fuid Financial
Statements (GASBI No. 6), in the absence of an explicit requirement (i.e., the absence
of an applicable modification, discussed below) the Municipality 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_ GASBI 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 lvlunicipality should distinguish between governmental fund
liabilities and general long-term liabilities. Therefore, the accompanying balance sheet
- governmental funds generally reflects assets that wlll be converted into cash to
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satisfy current liabilities. Long-term assets and
into cash to satisfy current tiabilities are
accompanying balance Sheet - governmental
liabilities (generally, those un-matured that will
resources to pay them) are not accounted for
governmentalfunds.

those assets that will not be converted
generally not accounted for in the
funds. At the same time, long - term
not require the use of current flnancial
in the accompanying batance sheet -

Modifications to the accrual basis of accounting in accordance with GASBI 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 1, 2011, which have
been recorded as governmental fund liabilities at June 30, 2011, which is the date
when resources are available in the debt service funds (generally, June 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 liabilities
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.

. Executor purchase orders and contracts are recorded as a reservation of fund
balance in the GFFS.

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 accompanying GFFS.
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f) Unrcstric.ted And Restflcted Depostts

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

Cash with fiscal agent in the debt service fund consists of cash related to property tax
collections amounting to $3,846,448, which is restricted for the payment of the
N4unicipality's debt service, as required by law. Cash with fiscal agent in the capjtal
improvements fund, amounting to $3,284,279 consists of unspent proceeds of bonds,
which are restricted for the acquisition, construction or improvement of capital assets.

Restricted cash in commercial banks, amounting to $4gg,220 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.

g) Unrest cted And Restricted Accounts Receiyabre

Accounts receivable consist of all revenues earned but not collected at June 30, 2011.
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.

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 non-current portion of inter-fund loans), as applicable. All other
outstanding balances between funds are reported as "due to/from other funds.'

h) Capita, Assets

Capital assets used in governmental activities include land and land improvements,
buildings, structures and building improvements, machinery and equipment (including
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h) Capital Asseb (Continued)

equipment held under capital leases), furniture and fixtures, licensed vehicles,
construction in progress, and infrastructure. These assets are capitalized and reported
in the accompanying statement of net assets. lnfrastructure assets are generally
stationary in nature and include roads, bridges, streets and sidewalks, arainag;
systems and other similar assets.

For financial reporting purposes, the lvlunicipality defines capital assets as assets with
an individual cost basis of $50O or more at the date of acquisition, construction or
improvement, and with useful lives extending beyond one year. AII 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. tn ine
governmental funds, all capital assets are recorded as capital outlays (expenditures),

while all assets with individual costs under $5OO are recorded as expenditures in the
corresponding function/program identfied 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, 2OO3 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.

Major 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:
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h) Capltal Asseb (Continued)

Description
Land improvements
Buildings, structures and building improvements
lnfrastructure
lvlotor 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, 2011 and collected
within 90 days (60 days for property taxes) thereafter to pay obligations due at lune
30. ln subsequent periods, when both criteria (measurable and available) are met,
the liability for deferred revenue is removed and revenue is recognized.

. The Municipality 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 recognlzed.

Deferred revenues at the government-wide level arise only when the Municipality
receives resources before it has a legal claim to them (reported as "unearned revenue"
in the accompanying statement of net assets). No "earned but unavailable revenue" is
accounted for in the accompanying statement of net assets.
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J) CompensatedAbsences

Compensated absences are accounted for under the provisions of Statement No. 16,
Accountingfor 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, 2011 and (2) is not
contingent on a specific event that is outside the control of the Municipality 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 salary-related costs, which are directly
and incrementally related to the amount of salary paid to the employee (such a;
employer's share of social security taxes and Medicare taxes).

The vacation policy of the Municipality provides for the accumulation of regular
vacations at a (ate ol 2.5 days per month (30 days per fiscal yea0 per employee.
Employees accumulate regular sick leave at a rate of 1.S 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 fiscalyear, if
not consumed, as required by law. ln the case of compensatory time, the excess of
240 hours is paid to employees each fiscalyear, if not consumed.

l..Jpon 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 reachjng 10 years
of services, such regular sick leave is 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.

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 liability 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.
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k) Long-Term Debt

The long-term Iiabilities reported in the accompanying statements of net assets inctude
the Municipality's bonds payable; notes payable, ontigations 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 liabilities in
the accompanying statement of net assets. principal and interest payments on bonds
due on July 1, 2O7! have been recorded as governmental fund liabiiities in the GFFS
when resources were available in the debt service fund (June 30, 2011). 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 Receivables and payabtes, issued by the Accounting principles
Board (APB No. 21). According to ApB No. 21, the Municipatity 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, if 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.

l) Accounting For Persio, Costs

For the purpose of applying the requirements of GASB Statement No. 27, Accounting
for Pensions by State and Local Government Employers (GASB No. 27), the
Commonwealth is considered to be the sponsor of the Employees' Retirement System
of the Government of the Commonwealth of puerto Rico (formerly Employees,
Retirement System of the Government of puerto Rico and lts lnstrumentalities) (ERS)
and System 2000, a multi-employer cost-sharing defined benefit pension plan and a
hybrid defined contribution plan, respectively, in which the employees of the
Municipality participate. The lvlunicipality is considered a participant, and not a
sponsor, of these retirement systems since the majority of the participants in the
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l) Accountinq For Pension Costs (Continued)

aforementioned pension trust funds are employees of the 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 a ocated 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 Municipality.

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

m) Risk Manaqement

The Municipality carries commercial insurance covering casualty, theft, tort claims 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 Municipality
and then is reimbursed each fiscal year through monthly equal payments deducted
from the Municipality's gross property tax collections made by the lMunicipal Revenue
Collection Center ("CRlM", by its Spanish acronyms), a governmental entity responsible
for billing and collecting property taxes on behalf of all municipalities 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 unit of the Commonwealth. This
insurance is compulsory for all licensed vehicles used on public roads and highways in
Puerto Rico. The annual premium applicable at June 30, 2011 is $35 per licensed
motor vehicle, which is paid directly to ACM.

The N4unicipality obtains workers' compensation insurance coverage through the State
lnsurance Fund Corporation (SIFC), a component unit of the Commonwealth, This
insurance covers workers against injuries, disability or death because of work or
employment-related accidents, or because of illness suffered as a consequence of
their employment. Workers' compensation insurance premiums are also paid through
monthly deductions made by CRllvl from the Municipality's gross property tax
collections.
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m) Risk Mana$ement (Continued)

The Nlunicipality obtains unemployment compensation, non-occupational disability,
and drivers' insurance coverage for its employees through various insurance programs
administered by the Commonwealth's Department of Labor and Human Resources
(DOL). These insurance programs cover workers against unemployment and provide
supplementary insurance coverage for temporary disability, or death because of work
or employment-related accidents or because of illness suffered as a consequence of
their employment. Unemployment compensation, non-occupational disabiljty and
drivers' insurance premiums are paid directly to DOL on a cost reimbursement basis.

The Municipality also obtains medical insurance coverage from several health
insurance companies for its employees. Different health insurance coverage and
premium options are negotiated each year by the Department of Treasury on behalf of
the lMunicipality. The current insurance policies have not been canceled or terminated
at June 30, 2011. Premiums are paid on a monthly basis directly to the insurance
company. ln the past three years, the N,4unicipality has not settled claims that
exceeded insurance coverage.

n) Fund Balances

On July 1, 2010, the lvunicipality adopted the provisions of GASB Statement No. 54,
Fund Balance Reporling and Governmental Fund Type Detinitions (GASB 54), which
enhanced the usefulness of fund balance information by providing clearer fund
balance classifications that can be more consistently applied. This statement
establishes fund balance classifications that comprise a hierarchy based primarily on
the extent to which the Municipality is bound to observe constraints imposed upon the
use ofthe resources reported in governmentalfunds.

Pursuant to the provisions of GASB 54, the accompanying GFFS report fund balance
amounts that are considered restricted, and unassigned, based on the relative
strength of the constraints that control how specific amounts can be spent, as
described as follows:
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n) Fund Balances (Contlnued)

Restflcted - Represent resources that can be spent only for the specific purposes
stipulated by constitutional provisions, external resource providers (externally
imposed by creditors or grantors), or through enabljng legislation (that is, legislation
that creates a new revenue source and restricts its use). Effectively, restrictions may
be changed or lifted only with the consent of resource providers.

Unassl4ned - Represent the residual classification for the lMunicipality's general
fund and includes all spendable amounts not contained in the other classifications.
ln other funds, the unassigned classification is used only to report a deficit balance
resulting from overspending for specific purposes for which amounts had been
restricted, committed, or assigned. Negative fund balance amounts are assigned
amounts reduced to the amount that will raise the fund balance to zero.
Consequently, negative residual amounts in restricted, committed and assigned
fund balance classifications have been reclassified to unassigned fund balances.

The Municipality reports resources constrained to stabilization as a specified purpose
(restricted or committed fund balance in the general fund) 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 lvlunicipality
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, 2011,

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

The classification of the Municipality's individual governmental funds among general,
debt service, special revenue and capital project fund types used in prior fiscal years
for financial reporting purposes was not affected by the implementation of GASB 54. ln
addition, the financial positions and the results of operations reported in the
accompanying GFFS as of and for the fiscal year ended June 30, 2011 have not been
affected for this change in accounting principle principle. Accordingly, the
accompanying GFFS have not reported any retroactive restatement or reclassifications
offund equities as ol )uly 1,2O1O.
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o) lnter-Fund Activities

The Municipality has the following types of reciprocal and non-reciprocal inter_fund
activities recorded among governmental funds in the accompanying GFFS:

. lnter-fund loans - Represent resources (assets) provided by one governmental fund
to other governmental fund with a requirement and commitment for repayment
(reimbursement), which are recorded as ?ue from" in the Iender governmental fund
and "due to" in the borrower governmental fund. lnter_fund receivables, which are
not considered to be currenfly available financial resources, are reported as
"advances'. For amounts not expected to be collected, inter_fund
receivables/payables are reduced to their estimated realizable (setflement) value,
and the portion of the inter fund loan that is not expected to be repaid is reported as
a "transfer-in" fromthe governmental fund that provided the loan.

. lnter-fund tansfers (transfetsin/(out)) - 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
reported as "other financing uses" in the governmental fund making transfers and
as "other financinE soufces" in the govern menta I fu nd receiving transfers,

. lnter-fund rclmbursements - Represent repayments (reimbursements) from the
governmental fund responsible for particular expenditures or expenses to the
governmental fund that initially paid forthem.

ln the GFFS, interfund activity has not been eliminated, as permitted by GAAP.

p) Use of Estimates

The preparation of the accompanying basic financial statements in conformity with
GAAP requires management to make significant estimates and assumptions that affect
the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the basic financial statements, and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ from
those estimates.

q) Futurc Adoptlon of Accountinel Pronouncements

The GASB has issued the following statements that have effective dates after June
30,21l1t
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q) Future Adoption of Accoun ng Pronouncements (Continued)

a. GASB Statement No. 60, Accounting and Financial Repoftinl for Sevice
Concession Arrangements (GASB 60). The requirements of this statement are
effective for the fiscal yea r commencing on July l,2OlI.

b. GASB Statement No. 61, Ihe Financiat Repofting Enti\l (GASB 61). The
requirements of this statement are effective for the fiscal year commencing
atler June 15,2072-

c. GASB Statement No.62, Codification of Accounting and Financial Repotting
Guidance Contained in Pre-November 30, 7989 FASB and AtCpA
pronouncements (GASB 62). The requirements of this statement are effective
for the fiscal year commencing on luly 1, 2012.

d. GASB Statement No. 63, Frnancia, Repofting Deferred Outflows of Resources,
Deferred lnflows of Resources and Net Position. The requirements of this
statement are elfective for the fiscal year commencing on December 15,
20t7.

e. GASB Statement No. 64, Derivative Instruments: Apptication of Hedge
Accounting Termination Provision (amendment to GASB Statement No. 53).
The requirements of this statement are effective for the fiscal year
commencing on June 15, 2011.

The impact of these statements on the Municipality's basic financial statements has not
yet been determined,

2. CASH AND CASH EQUTVATENTS

The lVunicipality maintains its deposits in various commercial banks located in puerto Rico
and the Government Development Bank for Puerto Rico (GDB). Proceeds from bondsand
funds related to certain grant awards are required by law to be held with GDB,

On July 1, 2005, the lvlunicipality adopted the provisions of GASB Statement No. 40 (GASB
No. 40), Deposit and ,nyestment Risk Disclosure, an Amendment to GASB Statement No.
3. This statement requires that state and local governments disclose essential risk
informatlon about deposits and investments. The disclosure requirements cover four main
areas: (1) credit risk, (2) interest rate risk, (3) custodiat credit risk, and (4) foreign
exchange exposure.
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. Credit risk - This is the risk that an issuer or other counterparty to an investment will
not fulfill its obligations, ln compliance with the laws and regulations of the
Commonwealth, the Municipality has adopted, as its custodial and credit risk policy, the
Staternent of lnvestment Gurdelmes for the Government of the Commonwealth of
PueiTo Rico. Accordingly, the N.4unicipality invests only in obligations of the
Commonwealth, obligations of the United States of America, certificates of deposit,
commercial paper, bankers' acceptances, or in pools of obligations of the municipalities
of Puerto Rico, which are managed by GDB. According to the aforementioned
investment guidelines, the lvunicipality does not invest in marketable securities or any
other types of investments for which credit risk exposure may be significant. Therefore,
the N4unicipality's management has concluded that the credit risk related to any
possible loss related to defaults by commercial banks on the l\4unicipality's deposits are
considered low at June 30, 2011.

lnterest rate risk - This is the risk that changes in interest rates of debt investments will
adversely affect the fair value of an investment. The l\4unicipality manages its exposure
to declines in fair values by: (1) not including debt investments in its investment
portfolio at June 30, 2011, (2) limiting the weighted average maturity of its investments
to three months or less, and (3) keeping most of its bank deposjts in interests bearing
accounts generating interests at prevailing market rates. Therefore, the N4unicipality,s
management has concluded that at June 30, 2077, the interest rate risk associated
with the Municipality'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 lvlunicipality's deposits may not be recovered. pursuant to the Statement of
lnvestment Guidelines for the covernment of the Commonweatth of puefto Rico the
balances deposited in commercial banks by the N4unicipality are insured by the Federal
Deposit lnsurance Corporation (FDIC) generally up to a maximum of $25O,OOO per
depositor. ln addition, public funds deposited in commercial banks by the Municipality
are fully collateralized for the amounts deposited in excess of the federal depository
insurance. All securities pledged as collateral are held, in the lMunicipality's name, by
the agents of the Commonwealth's Secretary of Treasury. Deposits with GDB are
uninsured and uncollateralized. However, no losses related to defaults by GDB on
deposit transactions have been incurred by the N4unicipality through June 30, 2011.
Therefore, the Municipality's management has concluded that at June 30, 2011, the
custodial credit risk associated with the tvlunicipality,s cash and cash equivalents is
considered low.
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2. CASH AND CASH EQUIVALENTS (CONTINUED)

. Forei4n exchan(e risk - The risk that changes in exchange rates will adversely affect
the value of an investment or a deposlt. According to the aforementioned investment
guidelines, the lVunicipality is prevented from investing in foreign securities or any other
types of investments for which foreign exchange risk exposure may be significant.
Accordingly, management has concluded that the foreign exchange risk related to the
Municipality's deposits is considered low at June 30, 2011.

The N4unicipality's bank balances in commercial banks are as follows: $4gg,220 in
capital improvement fund, $1,526,136 in legislature joint resolutions fund, and
$626,214 in other governmental funds, and these funds are restricted for specific
purposes.

The restricted deposits at cDB of $493,211 in the generat fund, the $3,284,279 in the
capital improvements fund, the $3,846,448 that is restricted for debt service fund and
the $24,864 in other governmental funds are unsecured and uncollateralized, as no
collateral is required to be carried by governmental banks.

3. RECEIVABLES

A. Municipal License Taxes

The lMunicipality is authorized by Act No. 81 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 Municipality establishes the applicable tax rates. At
June 30, 2011, the municipal license tax rates imposed by the Municipality were 1.50
percent for financial institutions and 0.50 percent for other types of taxpayers. Any
taxpayers that have been granted with a partial tax exemption 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 actual volume of
business (revenues) earned in the preceding calendar year. Taxpayers with a sales
volume of $1 million or more must include audited 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 April 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. lf a taxpayer elects to paythetax
in full on the filing date of the declaration (generally April 15), a 5 percent discount is
granted automatically on the total tax amount due.
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3. RECETVABTES (CONTTNUED)

A. Municipal License Taxes (Continued)

Any municipal license taxes collected in advance (that is, pertaining to a future fiscal yea0
are recorded as unearned revenues in the GWFS and the GFFS. Total municipal license tax
receivable amounted to $968 at June 30, 2011. Deferred municipal license tax revenues
recorded in the accompanying GWFS and GFFS amounted to $2,200,098 at June 30,
2077.

B. Property Taxes

The lvunicipality is authorized by Act No. 81to 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 used in trade or business or (2)
owns residential real property with a value in excess of $15,000 (at 1957 estimated
market prices).

CRllvl is responsible for the billings and collections of real and personal property taxes on
behalf of the Municipality. Prior to the beginning of each fiscal year, CRll\4 informs to the
lvlunicipality the estimated amount of property tax expected to be collected for the ensuing
fiscal year. Throughout the fiscal year, CRll\4 advances funds to the l\4unicipality based on
the initial estimated collection amounts for the fiscal year. CRIIV is required by law to
prepare a settlement statement on a fiscal year basis, whereby a comparison is made
between the amounts advanced to the l\4unicipality and the property tax amounts actually
collected from taxpayers on behalf of the lvlunicipality during the fiscal year. This
settlement has to be completed on a preliminary basis not later than December 31
following the fiscal year end.

Personal property taxes are self-assessed by taxpayers every year using the book value of
personal property assets owned by the taxpayer at January 1 (assessment date) and
reporting such taxable value through a personal property tax return filed on lvlay 15
subsequent to the assessment date. The total personal property tax rate in force at June
30, 2011 was 6.00 percent (of which taxpayers pay 5.BO percent and the remaining O.2O
percent is paid by the Department of Treasury, as a subsidy).

Real property taxes are assessed by CRIM. 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 30, 2011 was B.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).
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3. RECETVABLES (CONTTNUED)

B. Property Taxes (Continued)

Residential real property occupied by its owner (not engaged in trade or business) is
exempt from property taxes only on the first $15,OOO of the assessed value (at 1957
market prices). For exempt amounts, the Department of Treasury assumes the payment
of the basic tax (4.00 percent and 6.00 percent for personal and real pr;perty,
respectively), except for property assessed for less than $3,500 (at 1957 market prices),
for which no payment is made by the Department of Treasury.

According to Act No. 81, included within the total personal and real property tax rates of
5,80 percent and 7.80 percent, respectively, there is a lew of an annual special tax of
1.03 percent of the assessed value of all real and personal property not exonerated from
taxation. This special tax is levied by the Commonwealth but is collected by CRllV.
Collections of this special tax are directly remitted by CRlN,l to the Commonwealth,s debt
service fund, for the payment of the general long,term debt of the Commonwealth.

ln addition, included within the total personal and real property tax rates of 5.gO percent
and 7.80 percent, respectively, there is a portion of the tax rate in the amount of 2.OO
percent that is restricted for the lvunicipality's debt service requirements on bonds. Such
amounts are recorded in the lMunicipality's debt service fund.

Furthermore, included within the total personal and real property tax rates of 5.gO percent
and 7.8O percent, respectively, there is a portion of the tax rates that is recorded in the
Municipality's general 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 CRIM, whlch are statutorily required as the N,,lunicipality,s share of CRIM
operating expenses, (3) statutory contributions to the puerto Rico Health Services
Administration (PRHSA), as the Munlcipality's share of the cost of the public health
insurance coverage provided to qualifying lowincome citizens, (4) certain notes payable to
CRIM and, (5) certain amounts due to certain agencies and component units of the
Commonwealth, which are recorded within intergovernmental payables in the
accompanying GWFS and GFFS. The 0.20 percent of unrestricted personal and real
property taxes paid by the Department of Treasury as a subsidy is recorded in the
Municipality's general f und.

The Additional Lottery System of the Commonwealth (the Additional Lottery) is an
operational unit reported as an enterprise fund in the Commonwealth's basic flnancial
statements, which currently operates several betting alternatives to the citizens of puerto
Rico. The Additional Lottery is req uired every fisca I year to distribute a portion of its excess
of revenues over expenses as follows:
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3. RECETVABLES (CONTTNUED)

B. Property Taxes (Continued)

. 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 Subsidy
Program for the Low-lncome Qualifying 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 CRIN4 to cover operating expenses and
permanent improvements of the municipalities.

. An additional amount not exceeding $16 million, on an annual basis, is distributed to
the N,lunicipal Equalization Fund, provided it is within the thirty-five percent
corresponding to the municipalities of the Commonwealth. When the accumulated
municipal appropriations from the municipalities' puerto Rico Health Reform are
covered up to June 30, 1997, these resources will be assigned to pRHSA.

At June 30, 2011, property taxes receivable recorded in the general and debt service fund
amounted to $1,086,032 and $33,352 respectively, net of a reserve for doubtful
accounts.

C. Municipalsales and use tax

On July 29, 2007, an amendment to Act No. 717 ot Juty 4, 2006, known as the "Tax
Fairness Act of 2006", was enacted with the purpose of establishing a mandatory sales
and use tax ot 7.5a/o at the Municipal Level. The lvlunicipalities of 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 lvunicipal
Legislature.

The Treasury Department is responsible to create the Municipal Development Fund
(.2%), the lvlunicipal Redemption Fund (.2%) and the Municipal Improvements Fund (.1%)
w:th the remaining 0.5%.

Municipal sales and use tax receivable of $88,997 in general fund represents filed
municipal sales and use tax returns that were uncollected as of June 30, 2011, net of
allowance 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:
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4. INTERGOVERNMENTAL GRANTS AND CONTRIBUTIONS (CONTINUED)

covernmentat Enfliy Amount
reasury Deparrment $ p3"564

- Puerto Rico Etecrric powerAurhoriry !,703,744
State tnsurance Fund Corporation 4L.364

_ Torat $ t-868_072

lntergovernmental receivable in the debt service fund represents municipal sares and use
tax receivable at June 30, 2011. Following is a detail of the intergovernmental
receivables:

covemmenrat Entitv A!!eu!1
Treasury Depanment $ 41.769

- Total L4!J69
lntergovernmentar receivabre in other governmentar funds represents expenditures
incurred not yet reimbursed by the Federal government or the pass,through grantors.
Following is a detail ofthe lntergovernmental receivable:

Prosram Oescdotion Amount
_ Departmenr of kbor $ 76J67

Community Devetopment Btock cranlstate program 116,50a
Grants for suppodive service and senior centeG Ti{e t 53,353

- Others 36.a02
_ Totat $ 2a3_430

5. INTERFUND TRANSACTION

- The composition of interJund balances at June 30, 2011 and for the fiscal vear then ended is

, as follows:
Dueto:

cupituffi
mprolements Debtsetoice Governmeda Govemmental

Genera Fund Fund Flnd Funds Flfds

$ - $ 10.416 $ 153 $ 282,869 $ 293.43A

980 980--i: $ 10-.416 -$- 1s: -- i rEE6s s--zsa.iii
Iransfer to othertunds:

Duefrom:
[,lajor governmenral fu nds:

- Generalfundv Capital prcjects fund
Debtservicefund
Otner govern menrat nr nd

- Totat

Transfer from other functs:

- Major governmentat funds:
ceneralfund
Capirat prcjects fund

i Debtservicefund

- Legistativejoint resotutionsfund
Other governmentat funds

Total

Legis ative
cap tal .)oint other Iotal

lmprovements Reso utons covehmedal Governmenta
General Fund Fund Fund Funds Funds

$ 227,A22 $ 54,327 $ $ 60.802 $ 342.95179,477 79,4771,602 a,6O2

62,062 62.062- -3 /0.%- $ 5-a:2 / $ -T bo36- s 48--6r;i
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6. CAPITAL ASSETS

Capital assets those with an estimated useful live of one year or more from the time of
acquisition by the lVunicipality and a cost of $25 or more, are primarily funded through the
issuance of long-term bonds and loans. A summary of capital assets and changes
occurring in 2010-2011, including those changes pursuant to the implementation of GASB
Statement No. 34, follows. Land and construction in progress are not subject to
depreciation:

Balance at
end of

fiscal year

Ealance at
beginning of Additions
Iiscalyear, And
As restated deductions

Governmental activities:
Cost basis:

Capital as.sets, not being
depreciated/amortized:
Land
Construction in progress

Total capital assets, not being
depreciated/ amortized

Capitalassets, being
depreciated/amortized:
BuildinES, structures, and improvements
lnfrastructure
Land improvements
Vehicles, machinery and equapment. and
furniture and fixtures

Total capital as.sets, being
depreciated/amortized

Totalcost basis of capitalassets

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

Total accumulated depreciation
Net capital assets

7,692,38a (2,156,603) 5,535,78s

$ 5,350,257
2,342,r31-

$
(2,156,603)

$ 5,350,257
185,528

4,851,677
14,470,064
12,3S9,078

6,490,642

2,744,976 11,036,593
4,420,176 79,290,240
202,6a4 72,60t,762

476,786 6,967,42a

42,671-,46! 7,294,562 49,a96,O23

50,303,849 5,127,959 55,431,80a

(1,981,880)
(5,971,97s)
12,997,7O4)

Q,964,7\5)

(209,957) 12,797,a31)
(450,266) 16,422,239)
(96,915) (3,094,623J

(135,411) ,3,7O4,L26)

e3,92O,2761

-53fu&F73
(892,549)

J4-u357io
64EE@
$4OFI8FB3
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6. CAPTTAL ASSETS (CONTTNUED)

Depreciation and amortization expense for the fiscal year ended June 30, 2011 was
charged to functions/programs in the accompanying statement of activities as follows:

General government
Public safety
Public housing and welfare
Health and sanitation
Culture, recreation and education
L,rban and economic development

Total depreciation and amortization expenses

7. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

$ 102,835
90,963

193,982
5,714

54,490
444.565

$ a92E!9

Accounts payable and accrued liabilities at June 30, 2011 are summarized as follows:

tegislatl!e
Capital ,oint

lmprovemehts Reelutlons
Fond Fmd

other Totat
Debtseai@ Govemmenial Gorernmentat

Fund Fund FundsD6cnotion

lniergovernmental payables

8. DEFERRED REVENUES

$ 4,226,649

1,.929.245

L,6lt5-€91 L12LA21

$ 4,747,437

$ 6,676-682

$ 721.421 $ $ 315,161

$ 3t5lq1 s 84200

a. Municipal License Tax- The deferred revenues of $2,200,098 in the general fund
relates to revenues collected in fiscal year 2010,11that will be earned in fiscal year
20!7-72.

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

Prodram Descdotion

Federal Tra nsit Administration
Emergency l\ranagement Performance Grant
Disaster Grants,Public Assistance
others

Total

Amount

$ 10,560
27,121
39,906
15.663

$: 81250

The deferred revenues presented in other governmental funds represent the portion
of federal grants received for which qualifying expenditures have not been incurred.
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8. DEFERRED REVENUES (CONTINUED)

Deferred revenues from the federal government or the pass,through grantors are as
follows:

ProEram Description

Child Care and Development Btock Grant
Housing Opportu n ities for Persons with Aids
Emergency Shelter Grant Program
Others

Total

9. LONG.TERM LIABILITIES

Amount

$ 13,305
77,475
22,O34
14.a56

$ 67.370

The general long-term debt activity for the fiscal year ended June 30, 2011 is as follows:

Beginning BorowinEs payments or Ending DuewithinDescdpilon Aahnce, as orAddirtons Deducuons Batance One year
restated

Long tem accounts payable
Bonds and Notes Payable

Collection Center - LINIS
Advances Property Taxes
Crm pensated Absences
Claims andJudgments

Total

$
13,730,000

166,783
945,702

1,856,050

$17.65322!

$2,600,000
4,235,000

183,50;

$7-018509

$
(885,000)

(85,OOO)

$_1970i00)

$ 2,600,000
17,080,000

41783
945,702

2,039,559
954.736

!23JO1J80

$
1,180,000

41783

1244.016

$2.549.799

Historically, the general fund has been used to liquidate certain notes payable,
compensated absences, federal cost disallowances, obligations under capital leases and
any other long-term liabilities other than bonds.

A. Debt Limitation

The Municipal Legislature is legally authorized to approve the contracting of debts of the
lvunicipality. Nevertheless, the laws and regulations of the Commonwealth also provide
that:

. Direct obligations of the Nlunicipality (evidenced principally by bonds and bond
anticipation notes) are backed by the full faith, credit and taxing power of the
Municipality;and

. Direct obligations are not to be issued by the N4unicipaiity if the amount of the principal
of, and the interest on, such bonds and bond anticipation notes (and on all bonds and
notes issued thereafte0 which are payable in any fiscal year, together with any amount
paid by the Municipality in the preceding fiscal year on account of bonds or bond
anticipation notes guaranteed by the lvlunicipality, exceed 10 percent of the total
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9. LONG-TERM LTABILtTtES (CONTTNUED)

A. Debt Limitation (Continued)

assessed value of the property located within the Municipality plus the balance of the ad
valorem taxes in the debt service fund, for bonds payable and bond anticipation notes to
be repaid with the proceeds of property taxes restricted for debt service.

B, Bonds and Notes Payable

The lvlunicipality issues general obligation, special obligation and public improvement
bonds and notes to finance the acquisition, construction and improvement 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 Municipality,s public debt
will constitute a first claim on the available revenue of the lvunicipality. public debt is
composed of bonds and notes payable. The good faith, credit and taxing power of the
Municipality are irrevocably pledged for the prompt payment of the principal and interest
of bonds.

As described in Note 4, the Municipality levies an annual additional special tax of 2.OO
percent of the assessed value of personal and real property. The proceeds of this
additional special tax are deposited in a sinking fund established at GDB whereby
sufficient funds are set aside to redeem the bonds payable of the Municipality in minimum
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
principal to be repaid,
207L:

Bonds and Notes Payable

purposes, the outstanding balances of bonds represent the total
Bonds and notes payable are composed as follows at June 30,

Outstanding

1995-1996 serial bonds (face amount of $5,025,0001 Oue in annuat pnncipa
ranging from $115,OO0 to $505,000; ptus interests due in semiannualty instaltments at
variablerates (6.30% atJune 30, 2011)through Juty, 7, 2014

1998 1999 serial bonds (face amount of $ 3,040,OOO) due in annuat princapat instattments
mngang from $45,000 to $245,OO0; plus interests due in semiannua y instaltments at
variable rates (4.3O% atlune 30,2011)through Juty 1,2023

200G2OO1 serial bonds (face amount of $490,OOO) due in annuat principat insta ments
ranging from $1O,OOO to $40,000; ptus interests due in semiannualy insta ments at
variable rates (4.30% atlune 30, 2011) through .ta^uary 1,2025
2OO1-2OO2 setial bonds face amount 9765,000) due in annual principat insta ments
ranging from $10,000 to $60,000; ptus interests due in semiannually insta ments at
vadable rates (1.53% atjune 30, 2011)through January 7.2027

$ 1,780,000

2,145,000

3a5,OO0

640,000
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9. LONG-TERM LtABtUTtES (CONTTNUED)

B. Bonds and Notes payabte (Con nued)

- 2OO7-2OO2 seriat bonds (face amount of g81O,OOO) due in annuat principat insta ments
ranging from $10,000 to $60,000; ptus interests due in semiannua y insta rnents at
variabte rates (4.50% atlune 30, 2011)through January 7.2027

2OO2-2O03 seriat bonds (face amount of g1,O3O,OO0) due in annuat principat insta ments
ranging from $20,000 to $75,000; ptus interests due in semiannua v insta ments at
variable rates (4.50% atJune 30,2011)through Juty 1,202a

- 2003-2004 serial bonds (face amount of $7aO,OOO) due in annual principat insta ments
ranging from $55,OOO to $100,0O0i ptus interests due in semiannualy insta ments at
variable rates {1.53% atJune 30,2011)through Juty 1, 2013

200,12005 serial bonds (face amount of $a3O,OOO) due in annual principat insta ments
ranging from $40,000 to $85,000; ptus interests due in semiannua y insta ments at
variable rates (1.54% atJune 30.2011) through January 1,2018

- 2005 2006 serial bonds (face amount of 9930,000) due in annual prjncipat insta ments
ranging from $15,000 to $70,OO0; ptus interests due in semiannua y instaltments at

_ variable rates (1.53% atJune 30, 2011)through Juty 1,2030

- 2006-2007 serial bonds (face amount of $1,22O,OO0) due in annuat principat installments
ranging from $70,000 to $145,OO0; ptus interests due in semiannuafly insta ments at
variable rates (1.53% atJune 30, 2011) th rough .luly 1,2017

- 2OOG2OO7 series (original amount of $405,O0O) due in annuat principat instalments of
ranging from $45,000 to $140,000; plus interests due in semiannuatty instattments at

- variable rates (1.53% atJune 30.2011)through Juty, 1,2014

- 20O7'2OOa series (original amount of $ 2,245,000) due in annuat principat insta ments
ranging frorn $30,000 to $195,OOO; plus interests due in semiannually instattments at
variable rates (1.53% atJune 30, 2011)through July 1,2032

- 2OO+2OO5 series (original amount of $410,000) due in annual principal installments

- ranging from $55,000 to $100,000; plus interests due in annual installments at variable
rates (4.50% at lune 30, 2011) thtou6h ]Uly 7,2OA2

- 2OO9-2O1O series (orjgjnal amount of $305,000) due in annual pincipal installments
ranging from $35,000 to $55,000; plus interests due in annual installments at variable
rates (6.00% atJune 30,2011)through July 1,2016

2009-2010 series (original amount of $99O,0OO) due in annual principal installrnents
ranging from $7o,o0o io $135,000; plus interests due in annual installments at variable
rates (4.75% atJune 30,2011)through July 1,2019

outstanding

$ 675,000

875,O00

285,000

545,000

a40,ooo

420,o00

310,O00

2,1aO,OOO

135,000

270,000

920,000
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9. LONG-TERM LtABtLtTtES (CONTTNUED)

B- Bonds and Notes Payable (Continued)

2010-2011 series (originat amount of $1,785,000) due in annuat principat insta ments
ranging from $20,000 to $150,000; plus interests due in annuat insta[ments at variabte
rates (6.0% atJune 30, 2011) through Juty 1, 2036
2010 2011 series (origanal amount of $1,575,000) due in annuat principat insta ments
ranging from $20,000 to $150,000; ptus inte.ests due in annuat insta ments at variable
6tes (6.0% atJune 30,2011)through July 1,2035
2010 2011 series (original amount of $800.000) due in annuat principal insta ments
ranging from $10,000 to $65,000; plus interesis due in annuat insta ments at variable
rates (6.0% atJune 30,2011)through July 1,2035
201G2011series (original amount of $75,0OO) due in annuat principal insta ments ranging
from $1O,0OO to $15,000; plus interests due in annuat insta ments at variable rates (6.O%
at June 30, 2011)through )uly 1,2077
Total bonds and notes payable

OuGtanding

$ 1,785,000

1,575,000

800,000

75.OO0

$ 17,080,000

These bonds and notes, except the 2007 Series note and 2008 Series bond, and the 2O1O
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 puerto Rico for such
purpose. The 2007 Series note and 2OO8 Series bond are payable with the revenues
generated from the collection of the .27o of the sales and use tax imposed and collected by
the Municipality. The 2O1O Series $990,000 bond is payabte with the ceneral Fund
resources.

Variable interest rates on serial bonds and notes are reviewed periodically by GDB and are
based on the fluctuation of GDB'S weighted average rate for its commercial 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
qualify for benefits provided by the former Section 936 of the U.S. lnternal Revenue Code.
Annual debt service requirements of maturity for bonds and notes payable are as follows:

Year Encling
June 30, Principal lnterest Total
2072
20a3
2044
2075
2016
2077 2027
2022-2026
2027 2031
2032-2035
Total

$ 1,1aO,O00
7,275,OOO
1,300,oo0
1,365,000
1,600,ooo
2,840,000
3,Oa5,O00
2,550,OO0
1,885,000

$ 726,937
991,165
9a\342
427,O59
760,706

2,363,694
2,O44,99t
1,125,538

325,654

$ 1,096,937
2,266,765
2,277.372
2,192,O59
2,360,706
5,203,694
5,129,991
3,675,53a
2,270,654

$ 17,Oa0,OO0 $10,077,056 21,757,056

At June 30, 2011, accrued interest payable on bonds amounted to $315,161.
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9, LONG-TERM LIABILITIES (CONTINUED)

C. Municipal Revenue Collection Center - LIMS Repayment ptan

During the fiscal year 2OO7-2OO2, the lvunicipality authorized the lvunicipat Revenue
Collection Center (CRIM) to retain the corresponding portion for the financing project of
Land lnformation lvlanagement System - LtNitS, contracted by the CRtN,t. A t;tat of
$805,315 is to be retained in ten years period at an interest rate of 5.95%, until
November 28, 2011. At June 30, 2011, the outstanding debt batance is $81,783.

. 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
$200 million, for a term not exceeding 30 years. The financing agreement authorized
CRIM to finance a debt that the municipalities of puerto Rico had with such entity, which
arose from the difference between the yearly final set ements oJ property tax advances
made by CRllvl to the municipalities and the actual property tax collections received by
CRIM from taxpayers through fiscal year 2000. The amounts that the municipalities will
collect from the additional property taxes resulting from the increases in the subsidy
from the Commonwealth are assigned through Act No. 42 to repay such note. The
increase in this subsidy was the result of public Act No. 238 of August 15, 1999.

ln addition, on December 76, 2OO2, the lMunicipality entered into a repayment
agreement with GDB and CRIM to pay off the remaining of excess of property tax
advances from fiscal years 2OOO,2OOL and other previous fiscal years. CRIM retains
the principal and interest from the property tax advances of the Municipality. The
amounts retained by CRll\4 are remitted to cDB on July 1 of each fiscal year through July
7,2032-The repayment agreement bears interest at variable rates determined by GDB
(6.19 percent at June 30, 2011) but not exceeding 8.OO percent. principal and interest
payments on this financing agreement are accounted for in the general fund. The
outstanding principal amounted to $945,702 at )une 30,2O!I.

D. Compensated Absences

The government-wide statement of net assets includes $1,288,016 of accrued sick leave
benefits, and $751,543 of accrued vacation benefits, representing the Municipality's
commitment to fund such costs from future operations.

10. EMPLOYEE'S RETIREMENT SYSTEMS

A. Plan Desc p on

The lvlunicipality's employees participate in the Employees, Retirement System of the
Government of Puerto Rico and its lnstrumentalities (ERS), a cost-sharing multi_employer
(as related to the lvunicipatity's reporting entity) defined pension plan established by the
Commonwealth. Substantially all full-time employees of the Commonwealth and
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10. EMPLOYEE'S RETIREMENTSYSTEMS (CONTINUED)

A. Plan Desc ption (Continued)

substantially all municipalities are covered by ERS under the terms of public Act No. 447
of lvay15, 1951, asamended (Act No.447). A regutar and temporary emptoyees ofthe
Municipality become plan members of ERS at the date of employment, while it is optional
for officers appointed.

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

. Retirement Annuw

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

Policemen and Iiremen: Other emplovees;
50 with 25 years of credited service 55 with 25 years of credited service
58 with 10 years of credited service 58 with 10 years of credited servrce

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

. Merit Annuity

ERS members are eligible for merit annuity with a minimum 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 ofthe average compensation.

. Deferred Retitement 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.

. Coordinated Plan

On the coordinated plan, by the time the employee reaches 65 years old 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.
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10. EMPLOYEE'S RETIREMENTSYSTEMS (CONTINUED)

A. Plan Description (Continued)

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

(c) Allother between $82 and 9100 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-Coordinated Plan

On the non,coordinated plan the particlpating employee and does not have any change on
the pension benefits upon receiving socjal security benefits.

. Revercionary 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 $24O pet year ot
greater than the annuity payments being received by the retiree.

. Occupational Dlsabitity Annuv

A participating employee, who as a direct result of the performance of his/her occupation,
is totally and permanenfly disabled is eligible for a disability annuity of 50 percent of the
compensation received at the time ofthe disability.

. Noneccupational Disablllty Annuity

A participating employee, totally and permanenfly disabled for causes not related to
his/her occupation and with no less than 10 years of credited service, is eligible for an
annuity of 1.50 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.

. Death Benefits

Occupational:

(a) Survivin( soouse - annuity equal to SO percent of the participating employee,s
salary at the date ofthe death.
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10, EMPLOYEE'S REIIREMENTSYSTEMS (CONTINUED)

A. Plan Description (Continued)

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

Non4ccupational:

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

Post-retirement:

Beneficiary with surviving spouse age 60 or over and a child, 1g or under, up to 30
percent (60 percent, if 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, timited to a minimum of $750.

. Refunds

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

. Cost of Living, Adjustment fot Pension Benefits

Public Act No. 70 ol May 27,1992 (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 actuarial studies regarding its
costs and the source of financing. To protect the financial health of ERS, the increase
granted during 2OO1 and the one granted on January !,2OOS arc being financed by the
Municipality and the other participating employers.

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

. Amendment to Act No- 447 effec ve January l, 2OOO to create a Defined Contributton
Plan

On September 24, 1999, Public Act No. 305, an amendment to Act No. 447, was enacted
to establish a defined contribution plan, known as System 2OOO, to cover employees
joining ERS on or aftet January L,2OOO. 
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10. EMPLOYEE'S REIIREMENT SYSTEMS (CONTINUED)

A. Plan Description (Continued)

Employees that participated in the original plan as of December 31, 1999, had the
opportunity to elect to either stay in the defined benefit plan or transfer to System 2000.
Employees that joined the lvunicipality on or after January 1, 2000, were only allowed to
become members of System 2000.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan.
Ljnder this new plan, there is a pool of plan assets, which is invested by the System,
together with those of the cost-sharing multi-employer defined benefit plan. Neither the
Commonwealth nor the Municipality guarantee benefits at retirement age. The annuity is
based on a formula which assumes that each fiscal year the employee's contribution (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 Maturity Treasury Notes, (2) earns a rate equal to 75
percent of the return of the ERS' investment portfolio (net of management fees), or (3)

earns a combination of both alternatives. Participants receive periodic account
statements similar to those of defined contribution plans showing their accrued balances.
Disability benefits are not granted under System 2000, rather are provided to those
participants that voluntarily elect to participate in a private insurance long-term disability
program. The employers' contributions (9.28 percent of the employee's salary) with
respect to employees under System 2OO0 will continue and will be used to fund the cost
sharing multi-employer defined benefit plan.

System 2000 reduced the retirement age from 65 years to 60 for those employees who
joined the current plan on or after January 1, 2000.

Historically, the Commonwealth has reported ERS and System 2000 in its basic financial
statements as pension trust funds. Accordingly, the Commonwealth is currently assuming
any actuarial deficiency that may exist or arise related to the lvunicipality's participating

employees because ERS does not allocate to the lvlunicipality any actuarial deficiencies
pertaining to participating municipal employees. The N,|unicipality 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 that
provided the following certain benefits to retirees:

(a) lncrease in minimum monthly pension payments to $300, effective January 1, 2005.

(b) Triennial 3 percent increase in all pensions, effective January 1, 2005-

(c) lncrease in widow and/or beneficiaries to 50 percent of the benefit received by the
deceased pensioner, effective January 1, 2005.
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10. EMPLOYEE'S RETIREMENT SYSTEMS (CONTINUED)

A. Plan Descfiptlon (Continued)

All the benefits granted will be funded through budgetary assignments in the lMunicipality's

- general fund with respect to its retired employees.

The Board of Trustees of ERS approved, effective November a7,2OO3, an increase in the
amount granted on personal loans to participating employees from $3,000 to $5,000.

FundlngPolicY

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

Municipality and other employers 9.28 percent of applicable payroll

Employees:
- Coordination plan: 5.78 percent of gross salary up to $6,600 per

year, plus 8.28 percent gross salary in excess

- of $6,600.
- Supplementation plan: 8 28 percent of gross salary. This is the only

choice available to poiicemen, firemen and
majors

C, Annual Contribution

- The Municipality contributions during those years are recognized as total pension

expenditures/expenses in the category of administration as follows:

- Fiscal vear Law No. 447 Svstem 2000

- zott $ 237,747 $ 203,195

_ 2O1O $ 255'316 $ 212,277

2oo9 $ 288,808 $ 202,737

These amounts represented the 1OO% of the required contribution for the corresponding

year. Additionally, changes made in the types and amounts of benefits offered by special

laws and cost of living adjustments, led to a one-tine recommended contribution to fund

- the retroactive adjustment related to the changes.

Additional information on the Retirement System is provide in its financial statements for

System, lvinillas Station, PO Box 42004, San Juan, PR 00940-
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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. Under Act No. 104 of June 25,
1955, as amended, persons are authorized to sue the lMunicipality only for causes of
actions set forth in said Act to a maximum amount of $75,000 or $150,000 if it involves
actions for damages to more than one person or where a single injured party is entitled to
several causes of action. lJnder certain circumstances, as provided in Act No. 9 of
November 26, 1975, as amended, the Municipality may provide its officers and employees
with legal representation, as well as assume the payment of any judgment that may be

entered against them. Thereisno limitation onthe payment of such judgment-

lvanagement believes that any unfavorable outcome in relation to pending or threatened
litigation would not be significant, if any. However, at June 30, 2011, the N4unicipality
recorded a reserve of $954,736 for claims and judgments in the statement of net assets.

The Municipality has outstanding commitments amounting to $760,032 in the general

fund at June 30, 2OL7. The Nlunicipality intends to honor 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 N4unicipality recorded a prior period adjustment of $670,731 in its
general fund for the purpose of adjusting the revenue recognition of property taxes and
the issuance of certain bonds pursuant the availability criteria set forth by GASB

Statement No. 33. The beginning fund balance of the general fund and the beginning net

assets balances reported in the statement of net assets were adjusted for the
aforementioned aggregate amount and, accordingly restated in the accompanying basic
financialstatements.

The net cumulative effect of this adjustment has been charged and credited to the
beginning fund balance and the beginning net assets in the accompanying 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 governmental fund financial
statements, which are reported as an adjustment to the beginning fund balances:

Fund balance, beginning $(4,285,981) $2,206,623 $1,526,136 $ 903,3s0 $ 550,594 $ 900,722

P or period adjustments (670.731) 

- 

(670.7311

Fund balance, beginning
as,esrated $14856J12 $2206-623 $L52e136 !103-350 $ 55059!! $ 229.991

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:

De.c otlon &!3I

Net assets, beginning $ L7'874267

See notes in govemmental lund fina ncial restatement 1670.7311

Net assets, beginning as restated $-l7.2O3l3O

13. FUND BATANCES (DEFTCIT)

As ofJune 30, 2011, fund balance is comprised ofthe following:

Leglslatlve
Capital ,oint Debt Othel

ceneral lmprovement Resolutions Seruice Governmental Total
Fund Fund Fund Fund Fund

Fun.! balanc*:

Fededl funded prog.ams

Total fund balances

Legislative
c.pital ,oint Debl othe.

General lmpoveme.ts Resolution servic€ Govemmental
Fund Fund Fund Fund Fund Toial

$ - $ $ $2,50L464 I $ 2,501,464
3,563,a22 !526,136 5.089,954

501.044 501,044

(5,6s7,991)(5,657,991)

(deficrs) $(5,65?,991) $3.563,a22 $ 1,526,136 $ 2,501,464 $ 501.044 $ 2434,475
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MUNICIPALITY OF LAS PIEDRAS

BUDGEIARY COMPARISON SCHEDULE - GENERAL FUND
(SEE NOTES TO BUDGETARY COMPARISON)

YEAR ENDED JUNE 30, 2011

Odglnal Final

Variance with
FlnalBudget

ActualAmounts (Under)
(Bldgetary Basls) over

REVENUES:

llunicipal license tax
construction excise tar
Charges for services
lntergovemmental granls and contributions

EXPENDITURES, ENCUMBRA CES AND OTHER

FINANSNG USES:
Current:

Genera I government

urban and economic development
Health and sanitation
Culture, recreation and education
Public nousing and wetfare

Other financing uses

$ 3,797,707 $ 3,791,707 $ 4,105,177 $ 313,470
4,3!2,52A 4372,52A 3,600,161 (712,367)
2,100,000 2,1oo,ooo l2o,3o7 (1,379,699)

73,322 73,322 79,a19 6.497
4,366,L72 4,366,172 2,700,985 (1,665,187)
tLo.42a 1ao,42a 77,051 133,377)

1.043.a63 1043.863 7.404.662 364.799

.79a.020 15.798.020 12-692-t56 (3.105.864)

9,406,969
a65,248

2,640,496
7,770,02L

644.510
626,376

10,363,314
763,O4a

2.471,359
1,048,526

534,OOa
617,765

15.798.020

7,464.740
732,523

L,767.94L
1,039,001

467.487
544,675

75.000
56,350

5,845

(2,898,574)
(30,525)

(703,378)
(9,525)

(66,527)
(29,090)

75,OOO
56,350

5,445
87.207 47.207

t2.2a4.ao3 (3.513.217)

s 407-353 $ 407.353

370,963 370,963
t342.951\ t342.95L1

2A-Ot2 2A.Ot2

$ 435:165 $ 435-36s

Tol6l ependitures and transf€E to othertunds 15.794.020

Revenuss and otherfi nanclngsources unde.
expenditures and otherfinancing uses

Other nnancing sources (uses):
Transfers from other funds
Transiers to other funds

Total other fl nancingsources (uses), net

Revenues and other nnancingsources over expenditures
and othernnancing uses
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1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

BudEetary Control

Accordingto Act No. 81, the Mayor and its Administrative Cabinet prepare annual budgets
each fiscal year for the lvunicipality'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 Mayor must submit, for each fiscal year commencing on July 1, an annual budgetary
resolution project (the Project) to the Commissioner of lviunicipal Affairs of the
Commonwealth (the Commissioner) and the Municipal Legislature no later than the
immediately preceding May 10 and May 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 Nlayor 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 lvlunicipal Legislature may
amend the budgets submitted by the l\4ayor but may not lncrease any items so far to
cause a deficit without imposing taxes or identifying other sources of revenue to cover
such deficit. After the Municipal 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 lvayor may decrease or eliminate any line item but may not increase or insert
any new line item in the budgets. The lMayor may also veto the budgets in their entirety
and return it to the lMunicipal Legislature with his objections. lf the lMayor rejects the
Project, the lMunicipal Legislature will have up to 8 days to adopt or reject the
recommendations or objections of the l,4ayor. The approved Project is sent again to the
lvlayor, 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
Mayor, are automatically renewed for the ensuing fiscal year until the Municipal
Legislature and the lMayor approve new budgets. This regulation permits the Nlunicipality
to continue doing payments for its operations and other purposes until the new budgets
are approved.
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1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (CONTINUED)

The annual budgets may be updated for any estimate revisions as well as fiscal yearend
encumbrances, and may include any additional information requested by the Nlunicipal
Legislature. The lMayor may request subsequent amendments to the approved budgets,
which are subject to the approval of the lMunicipal Legislature.

The lVunicipality'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 lvlayor may
transfer unencumbered appropriations within programs within funds. The l\4unicipal

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 Accountints

The N,lunicipality'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 lMunicipality uses encumbrance accounting to record the full amount of purchase

orders, contracts 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 settling claims and judgments against the
Municipality, and certain other liabilities, are not recognized untilthey are encumbered or

otherwise processed for payment. Unencumbered appropriations and encumbrances
lapse at fiscal year-end. Other appropriations, mainly capital projects appropriations, are
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1. STEWARDSHTP, COMPLIANCE AND ACCOUNTABTUTY (CONTINUED)

continuing accounts for which the lvunicipal Legislature has authorized that an unspent
balance from the prior year be carried forward and made available for current spending.

The accompanying budgetary comparison schedule - general fund and the budgetary
comparison schedule - debt service fund provide information about the general 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, 2011. Further details of the lMunicipality's budgetary control at the legal level may

be obtained from the Budgetary Liquidation Report for the fiscal year ended June 30,20L1,
which is prepared by the lvunicipality's Department of Finance. Copies of that report may be
obtained by writing to the N4unicipality's Director of Finance.

Because accounting principles applied for the purposes of the developing data on a budgetary
basis differ significantly from those used to present the governmental fund financial
statements in conformity with GMP, a reconciliation of the differences between the general

and debt service funds' budgetary bases and GAAP actual amounts are presented at the
bottom of the respective budgetary comparison schedules.

75



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LAS PIEDRAS

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2011

Federal Grantor/Passthrough
Grantor/Program or Cluster Title

Federal Pass-through
CFDA Entity ldentifying

Numbel Number Expenditures

- U.S. DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT:

Direct Program:
Section 8 Housing Choice Vouchers 14.871

Pass-through the Commonwealth of
Puerto Rico - Office of the Commissioner
of Municipal Affa irs:

- Community Development Block Grants
State's Program

$ 653.518

L4.224 09-AB, FC

O8-AB, FC

o7,AB, FC

06-A8, FC

o5-AB, FC, DR-39 2,095,949

54,322

212,07 7

29,470

3,045,330

4,910

Passthrough the Commonwealth of

- Puerto Rico - Department of Family:

Emergency Shelter Grants Program 1,4,237 Not Available

_ ARRA - Homelessness Prevention and
Rapid Re-Housing (Recovery Act

- funded) 74.257

- Passthrough the Commonwealth of
Puerto Rico - l\.4unicipality of San Juan:

Housing Opportunities for Persons with

Not Available

AIDS 14.247 Not Available

Total U.S. Depaftment of Housing and

- Urban Development

U.S. DEPARTMENT OF TRANSPORTATION:

Pas+lhrough the Commonwealth of
Puerto Rico - Iraffic Safety Commission:

State and Community Highway Safety 20.600

Total U.S. Department o, Transportation
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Federal Grantor/Pass-through
Granto/Program or Cluster Title

Federal
CFDA

NumbeI

Pasethiough
Entity ldentifying

Number Expenditures

U.S. DEPARTMENT OF ENERGY:

Direct Program:
ARRA - Energy Efficiency and Construction
Block Grant Program (EECBG) (Recovery
Act funded)

Total U.S. Department of Energy

U.S. DEPARTMENT OF HEALTH AND HUMAN
SERVICES:

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

Special Programs for the Aging - Title
lll, Part B - Grants for Supportive
Services and Senior Centers

Special Programs for the Aging - Title
lll, Part C - Nutrition Services

Nutrition Services lncentive Program

Total U.S. Department of Health and

47.724 80,800
80,800

93.O44

93.045

93.053

Not Available

Not Available

Not Available

10,964

48,675

37,744

Human Services

U.S. DEPARTMENT OF

Not Available

90,747

20,000

2,740

22,740

HOMELAND
SECURITY:

Pass-through the Commonlvealth of
Puerto Rico - Governor Authorized
Representative (GAR):

Disaster Grants - Public Assistance 97.036

Pass through the Commonwealth of
Puerto Rico Emergency lManagement
Agency:

Homeland Security Grant Program 97.067
Total U.S. Department o, Homeland

Security:

TOTAL EXPENDITURES OF FEDERAL AWARDS

The accompanying notes are an integral part ofthis schedule
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NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2011

1. BASIS OF PRESENTATION:

- The accompanying Schedule of Expenditures of Federal Awards includes the federal grant
activity of the Municipality of Las Piedras and is presented on the modified accrual basis

- of accounting. The basis of accounting is the same used to prepare the fund financial
statements. The information in this Schedule is presented in accordance with the
requirements of OIVB Circular A-133, Audits ofStateg Local Governments, and Non-Profit
Or€janizations.

2. RELATIONSHIPTO FEDERAL FINANCIAL REPORTS:

Amounts reported in the accompanying Schedule are lncluded in the Other Governmental
Funds in the Municipality's fund financial statements. The reconciliation between the
expenditures in the funds financial statements and the expenditures in the Schedule of
Expenditures of Federal Awards is as follows:

oller
Govelnmental

Description tlllds

Per Schedule of Expenditures of
FederalAwards $ 3,244,607

Non federal programs Expenditures 163,383

Total expenditures in the basic
financialstatements $ 3.407,990
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REPORT ON INTERNAL CONIROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER IT/IATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PLRFORMED IN

ACCORDANCE WTH GOVERNME. 7- AUD'TNG SIAIVDARDS

To the Honorable Mayor
and the Municlpal Legtslature
Municipallty of Las Pledras
Las Piedras, Puerto Rlco

We have audited the financial statements of the governmental activities, each major fund,
and the aggregate remainingfund information ofth; Muntcipa ty of Las piedras, puerto Rico;
as of and for the year ended June 30, 2011, which collectiveli comprise the Munlctpa ty;s
basic financial statements and have issued our report thereon OateO ii, arcn LS,2OL2l, which
was unqualified at the fund flnancial statements level, but adverse at the government_wide
financial statements level because we were unable to obtain competent evidential matter
related to the Capital Assets reported in the governmental activities. Except as discussed inthe preceding sentence, we conducted our audit in accordance with auditing standards
generally accepted in the united states of America and the standards applicable to financial
audits contained in covemment AuditinE standards, issued by the compi;ofier cenerar of the
United States.

ln planning and performing our audit, we considered the Municlpallty of Las piedras's internal
control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing our opinions on the financial statements, but n;t for the purpose of
expressing an opinion on the effectiveness of the Municrpality of Las piedras,s internar
co_ntrol over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Municlpality of Las pledras's internal control over financial reporting.

Our consideration of internal control over financial reponing was for the limited purpose
described in the first paragraph and would not necessarily iOentify att deficiencies in internal
conlrol over financial reporting that might be significant deficiencies or material weakness
and therefore, there can be no assurance that all deficiencies, significant deficiencies, or
material weakness have been identified. However, as described in the accompanying
schedule of findings and questioned cost, we identified certain deficiencies in internat contro'i
over financial reporting that we consider to be material weakness and other deficiencies that
we consider to be significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, toprevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there as a reasonable
possibility that a material misstatement of the entity,s financial statements wi not beprevented, or detected and corrected on a timely basis. We consider the deficiency described
in the accompanying schedule of findlngs and questioned costs as item 11{1to be material
weakness-

79

ntrol Over Financial Re

Callc ParanA #1686, El Ccrczal. San ,usn, P.R. 00926-3144 - T.l. (787) 777-8044 i Fet (787) 764-9377



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

ACCORDANCE WIH GOVERNMENI AUDMNC SIA'VDARDS (CONTINUED)

A significant deficiency is a deficiency, or combination of deficiencies, in internal control that
is less severe than a material weakness, yet important enough to merit attention by those
charged with governance. We consider the deficiencies described in the accompanying
schedule of findings and questioned costs as item 1102 to be significant deficiency.

Comoliance and Other Matters
As part of obtaining reasonable assurance about whether the Municlpallty of Las pledtas,s
financialstatements are free of material misstatement, we performed tests of its compliance
with certain provisions of laws, regulations, contracts and grant agreements, noncompliance
with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance or other matters that are required to be
reported under Goye rnment Auditing Standards,

We also noted certain other matters that we reported to management of the Municlpality ol
Las Pledras in a separate letter dated March L5,2072.

The Munlclpality of Las Pledras's responses to the findings identified in our audit are
described in the accompanying schedule of findings and questioned costs. We did not audit
Munlcipality 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 federal
awarding agencies and pass-through entities. However, this repon is a matter of public record
and its distribution is not limited.

fus,dn"04.&-' LoFEz+€hA, c{1, Psc

San Juan, Puerto Rico
March L5,2OL2

Stamp No. 2632047 ofthe Puerto Rico
Society of Certified Public Accountants
was affixed to the record copy ofthis report.

fr
t L6pez-Vega, C PA, PSC

Cenified Public Accountanls / Managemeot Advisors
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WTH REQUIREMENTS THAT COULD
HAVE A DIRECT AND MATERIAL EFFECI ON EACH MAJOR PROGRAM AND ON INTERNAL

CONTROL OVER COMPLIANCE IN ACCORDANCE WTH OMB CIRCULAR A133

To the Honorable Mayor
and the Munlclpal Legislature
Munlclpality of Las Pledras
Las Pledras, Puerto Rico

Compliance
We have audited Munlclpallty of Las pledras compliance with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circutar A_I3g
Compliance Supplement that could have a direct and material effect on each of the
Munlclpallty of Las Piedras's major federal programs for the year ended June 30,20LL.fhe
Municipality of Las Piedras's major federal programs are identified in the summary of
auditor's results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts, and grants applicable to
each of its major federal programs is the responsibility of the Municipality ot Las piedras's
management. Our responsibility is to express an opinion on the Municipallty of Las pledras,s
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits
contained in Goyernment Auditing Standards, issued by the Comptroller General of the United
States; and OMB Circular A-133, Audits of States, Local Governments, and Non-profit
Organizations-fhose standards and OMB Circular A-133 require that we plan and perform the
audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a
major federal program occurred. An audit includes examining, on a test basis, evidence about
the Munlcipallty of Las Piedras's compliance with those requirements and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion. Our audit does not provide a legal determination
of the Municlpallty of Las Pledras's compliance with those requirements.

ln our opinion, the Munlcipallty ot Las Piedras comptied, in all materiat respects, with the
compliance requirements referred to above that could have a direct and material effect on
each of its major federal programs for the year ended June 30, 2011. However, the results of
our auditing procedures disclosed instances of noncompliance with those requirements,
which are required to be reported in accordance with OMB Circular A-133 and which are
described in the accompanying schedule of findings and questioned costs as item, 1103.
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INDEPENDENT AUDITORS REPORT ON COMPLIANCE WTI{ REQUIREMENTS THAT COUTD
HAVE A DIRECTAND MATERIAT EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL

coNrRoL ovER COMPLTANCE tN ACCORDANCE wlTH OMB CtRCUtAR A133 (CONTTNUED)

lnternal Control Over Compliance
Management of the Munlclpallty of Las ptedras is responsibte for establishing and
maintaining effective internar control over compriance with the requirements oaraws,
regulations, contracts, and grants applicable to federal programs. ln planning and performing
our audit, we considered the Munlcipality o, Las piedras's internal control over complianci
with the requirements that could have a direct and material effect on a major federal program
to determine the auditing procedures for the purpose of expressing our opinion on compliince
and to test and report on internal control over compliance in accordance with oMB circurar A-
133, but not for the purpose of expressing an opinion on the effectiveness of internar contror
over compliance. Accordingly, we do not express an opinion on the effectiveness of
Municipality of Las Piedras's internal control over compliance.

A deficiency in internal control ovet compliance exists when the design or operation of a
control over compliance does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect and correct noncompliance with a
type of compliance requirement of a federal program on a timely basis. A m aterial weakness
in internal control over compliance is a deficiency, a combination of deficiencies. in internal
control over compliance, such that there is a reasonable possibility that material
noncompliance with a type of compliance requirement of a federal program will not be
prevented, or detected and corrected, on a timely basis. We conslder the deficiencies in
internal control over compliance described in the accompanying schedule of findings and
questioned costs as items 11-03 to be material weakness.

our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deflciencies in internal
controlthat might be deficiencies, signlficant deficiencies, or material weaknesses. We did not
identiry any deficiencies in internal control over compliance that we consider to be material
weaknesses, as defined above. However, we identified certain deficiencies in internal control
over compliance that we consider to be significant deficiencies as described in the
accompanying schedule of findings and questioned costs as item LLi3. A silnificant
deficiency in iniernar control over compliance is a deficiency, or a combination of defiaiencies,
in internal control over compliance with a type of compliance requirement of a federai
program that is less severe than a material weakness in internal control over compliance, yet
important enough to merit attention by those charged with governance.

The Munlclpality of Las Pied,as's responses to the findings identified in our audit are
described in the accompanying schedule of findings and questioned costs. We did not audit
Munlclpallty of Las Piedras's response and, accordingly, we express no opinion on it.
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INDEPENDENT AUDITOR'S REPORT ON COMPTIANCE WlI{ REQUIREMEI{TS THAT COULD
HAVE A DIRECT AND MATERIAL EFFECI ON EACI{ MAJOR PROGRAM AND ON INIERNAL

CoNTROL OVER COMPLTANCE tN ACCORDANCE WTH OMB CtRCUTAR A_1:}3 (CONnNUED)

We also noted other matters involving the internal control over compliance and certain- immateriar instance of noncompriancel which we have reported to management of the
Munictpallty of Las pledras in a separate tetter dated March 15, 2012.

This report is intended sorery for the information and use of management and federar
awarding agencies and passthrough entities. Howeve( this report is a matter of public record

_ and its distribution is not lmiGd.

$ffi"^MW,b-
San Juan, Puerto Rico

- March L5,2O72

Stamp No. 2632048 ofthe Puerto Rico
Society of Certified Public Accountants

- was affixed to the record copy of this report.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2011

Section I - Summary of Auditors' Results

- Flnancial Statements

Type of auditors' report issued:

lnternal control over flnancial reporting:
lvlaterial weakness identified? Yes X No

- Significant Deficiencies identified not considered to
be material weaknesses? Yes X None reported

Noncompliance material to financial statements Yes No X
noted?

- Federat awards

- lnternal Controlover major programs:

- Nlaterial weakness identified? Yes X No
Significant Deficiencies identified not considered to

_ be material weaknesses? Yes X None reported

- Tvpe of auditors' reDort issued on comDliance

_ for major programs: unqualified

Any audit findings disclosed that are required Yes X No

- to be reported in accordance with Circular

- A-133, Section .510(a)?

- ldentification of major programs:

CFDA Number Name of Federal Program or Clustel

Unqualified, except for adverse
for government-wide Iinancial
statements

t4.224

L4.47 7

Community Development Block Grants - State's
Program
Section 8 Housing Choice Vouchers

- Dollarthreshold used to distinguish $ 300,000
between Type A and Type B programs

Auditee qualified as low-risk auditee? Yes No X
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

Section ll - Financial Statements Findings

Finding Reference

Requirement

Statement of Condition

11-O1

Fixed\Capital Assets and Expenditures - Subsidiary Ledger

The Municipality has not maintained a complete and adequate records
in order to obtain sufficient, competent evidential matter with respect to
the Capital Assets reported 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 determinable.

The Municipality contracted professional services to update Capital
Asset records in order to comply with the requirement of the GASB

Statement No. 34. As of June 30, 2011, final adjustments are necessary
to complete this work. The lVunicipality expects to finalize this process in
fiscal yeat 2O77-2O!2.

Chapter lX, Article 9.002 of State Act Number 81 of August 30, 1991,
states that the Municipality should maintain updated property
accounting records. Also, the GASB Statement No. 34 requires that all
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 lVunicipality's Government Wide Financial Statements do not
present fairly, the financial position of the governmental activities, and
the change in financial position of the Municipality.

We recommend that the Municipality should continue the process that
began during the fiscal yeat 2OO2-2OO31o comply with the requirements
ofthe GASB Statement No. 34.

None

Criteria

cause of Condition

Eflect of Condition

Recommendation

Questloned Costs
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

Section ll - Financial Statements Findings

Find inEi Reference

lvlanaElement Response
and Corrective Action

11{1(Continued)

The Municipality's l\4anagement goal has been to lmprove the quality of
its current accounting, auditing and financial reporting practices in such
a manner that the Municipality contracted professional services in order
to perform 10oyo the physical inventory. We are now pending on the
validation process of our external auditors that is to be finalized on or
before fiscal yeat 2OL7-2O12. At the same time, the N4unicipality has
always taken a physical inventory and valuation of all of its capital assets
to ensure all assets acquired prior to the fiscal year ended June 30,
2011are accounted for in a complete manner in the Municipality's Basic
FinancialStatements.

During the fiscal year 2Ol7-2O12, the finance department will
implement "ASSEIIVAXX', software in compliance with GASB Statement
No.34. This system will maintain information for each asset such as: (1)
information needed to calculate the federal share of the cost of the
equipment, (2) information about the identification number of the asset,
such as the manufacturer's serial numbers, (3) grant under which the
program acquired the equipment, (4) the location, use and condition of
the equipment and the date the information was obtained, (5) all
pertinent information on the ultimate transfer, replacement, or disposal
of the equipment, (6) information about acquisition date and unit
acquisition cost, and (7)the depreciation expense and the accumulated
depreciation of each asset. The accounting and administration of these
assets will be made pursuant to a formal capital assets policy that will be
adopted by the lvlunicipality in 2012.

lmplementation Date: lune 30, 2011

Responsible Person: Ms. Cathy Negr6n
Finance Director
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIry OF LAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

Section ll - Financial Statements Findings

Flndlng Reference

Requirement

Statement of Condition

Lr-o2

Financial Reporting - Accounting Records

During our examination of the N.4unicipality's accounting system, we
noted that the Municipality's accounting records for Local, State and
Federal funds does not provide modified basis financial statements,
Also, the accounting system does not offer subsidiaries to produce
government wide financial statements. The computerized system
provided by the Office of Commissioner of lvlunicipal Affairs (OCAM) and
manual system maintained by the finance department personnel do not
provide adequate and effective financial information to generate the
basic financial statements since the accounts balances were affected by
accounting errors in the first years of the system operations.

Therefore, the l\4unicipality's hires the professional services of local
accounting firms to perform the required adjustments entries to convert
its accounting records from cash basis to modified and then to accrual
basis and complete the necessary information as required by GAAP and
Law 81.

Chapter Vlll, Article 8.010 of State Act Number 81 of August 30, 1991,
states that the lvunicipality should maintain an effective and updated
accounting system.

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

We recommend that the N4unicipality should implement internal control
and procedures in order to maintain an accounting system that contains
information pertaining to authorizations, obligations, unobligated
balances, assets, liabilities, outlays or expenditures, interfund
transactions, etc.

None

Criteria

Cause of Condition

Effeot of Condition

Recommendation

Questioned Costs

a7



COMMONWEALTH OF PUERTO RICO
IVUNICIPALITY OF LAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

Section ll - Financial Statements Findings

Finding Reference 11-02 (Continued)

Management Response

and Corrective Action We do not concur with the finding. Although the computerized system
provided by the Oifice of Commissioner of N4unicipal Affairs (OCAN,|) is
used we also maintain a manual recording system in combined effort to
maintain adequate and effective financial information which is provided
to a Certified Public Accountant which then prepares the required
adjustments that reflects accounting records from cash to modified
accrual basis and then completes the lMunicipal basic financial
statements as required by GAAP and Law 81. Whether the accounting
information is either worked through a combined series of elements the
ending results do establish adequate and effective accounting
information required by law.

A major goal of the Municipality's Department of Finance is to improve
the quality of its current accounting, auditin& and financial reporting
practices. During the last five fiscal years, the Finance Department
adopted several internal control measures to ensure its financial
statements comply with generally accepted accounting principles. Such
internal control measures compensate all of the deflciencies in the
current accounting system used by the Municipality and reduce, to a
relatively low level, the risk that misstatements in amounts that would be
material in relation to the financial statements being audited may occur
and not be detected within a timely period by employees in the normal
course of performing their assigned functions.

The principal of the abovementioned internal control measures adopted
by the Municipality was the establishment of a Financial Reporting Task
Force composed of the management team of the Finance Department
and outside consultants. Such team \ryorks together throughout the year
to prepare the lvunicipality'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 Ju ne 30, 2011. These control measures minimized the risks
of possible errors, omissions or deviations from generally accepted
accounting principles in the Municipality's basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

Section ll - Financial Statements Findings

Finding Reference 11-02 (Continued)

ln addition, the N.4unicipality is currently in the process of evaluating
different alternatives for the possible future implementation of a new
accounting 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
lvlunicipal Affairs of Puerto Rico. The possible alternatives of accounting
system being evaluated by the N,4unicipality will provide 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 lvlunicipality'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
Finance Department will establish and document new accounting
policies and procedures. Accounting policies and procedures will be
promulgated by an appropriate level of management to emphasize their
importance and authoriv. The documentation of such accounting
policies and procedures will be updated periodically according to a
predetermined schedule. ln addition, the Finance Department 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 Nlunicipality and its
consultants are in the process of preparing a reconciliation of the
balances reported in the Nlunicipality's basic financial statements and
those accounted for in UAS as of June 30, 2011. Accordingly, the
Municipality determined the required adjusting entries needed to agree
UAS with the basic financial statement figures.

lmplementation Date:June 30, 2011

Responsible Person: Ms. Cathy Negr6n
Director of Finance
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

- YEAR ENDED JUNE 30. 2011

Section lll - Major Federal Award Program Findings and Questioned Costs

FindinElReference 11-03

Progam Community Development Block Grants - State's Program (CFDA. No.
14,228); U.S. Department of Housing and Urban Development; Pass
through the Commonwealth of Puerto Rico - Office of Commissioner of
Municipal Affairs

Requirement Equipment and Real Property Management

Statement of Condition Section ll - Financial Statements Findings - Finding Reference 11-01
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COMMONWEALTH OF PUERTO RICO
IVIUNICIPALITY OF LAS PIEDRAS

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

YEAR ENDED JUNE 30, 2011

Original
Finding CFDA

No.
cu rent status of Prior Year Aud it Federa I Award Find inEF - Part lll Find ings

(As required by OMB Circular A-133)

10-03 14.471 We noted that thc Section 8 Housing Choice Voucher ProEram did not
comolv with the comoliance requirement of Deoositorv Agreements. The
PHA is reouired to enter into depositary agreement with their financial
institutions in the form required bv HUD. (Form HUD-51999)

Corrective action was taken.

10 04 97.036 We Derformed a Cash lManagement Test and found that the oro{ram
reouested funds that were not disbursed on a reasonable laose of time.

Corrective action was taken.
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