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INDEPENDENT AUDITOR'S REPORT

To the Hono.able Mayor and
Municipal Legislative Body

Municipalityof Loiza

Loiza, Puerto Rico

We have audited the financial statements of the governmental activities, each major funds, and the
aggregate remaining fund information ofthe Municipality of Loiza as of and for the year ended June 30,
2010 which collectively comprise the basic flnancial statements as listed in the table of contents. These
financial statements are the responsibility ofthe Municipality,s management. Our responsibility is to
express an opinion on these financial statements based on our audit. We did not audit the financial
statements of the Brisas de toiza Project as of June 30, 2010. Those statements were audited by other
auditors whose report has been furnished to us, and our opinion, insofar as it relates to the amounts
included for Brisas de Loiza Project, is based solely on the report ofthe other auditors.

Except as discussed in the following third and fourth paragraphs, below we condu€ted our audit in
accordance with auditing standards generally accepted in the United States of America and the
standards appli€able of financial audit contained in Governmental Audit standards, issued by the
comptroller Governmental of the United States. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

The accounting records of the Municipality of Loiza related to interfund transactions payable were not
adequate. Accordin8ly, we were unable to obtain sufficient evidence to support and satisfy ourselves
about the amount re€orded in each major funds and aggregate remaining funds information as due
form/due to other funds, stated at $1,262,595 in the total governmental funds column of the balance
sheet.



INDEPENDENT AUDITOR'S REPORT (CONTINUED):

ln addition, the accounting records of the Muni€ipality related to accounts payable were not adequate.
Accordingly, we were unable to obtain sufficient evidence to support and satisfy ourselves about the
amount recorded in the general fund as accounts payable, stated at s1,767,771 in the balance sheet of
the Bovernmental funds.

ln our opinion, based on our audit and the report of other auditors, except for the effect of such
adjustment, ifany as might have been determined to be necessary had we been able to obtain sufficient
evidence to support and satisfy ourselves about to accounts payable and amount of intefund
transaction, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate
remaining fund information ofthe Municipality of Loiza as ofJune 30, 2010, and the respective changes
in financial position for the fiscal year then ended in conformity with accounting principles generally
accepted in the lJnited states ofAmerica.

Our audit was conducted for the purpose of forming opinions on the financial statements that
colledively comprise the Municipality's basic financial statements. The accompanying schedule of
expenditures of federal awards is presented for purposed of additional analysis as required by U.S.
Ofices of Management and Budget Circular A 133, Audits of States, Local Governments, and non profit
Organizations, and is also not a required pari of the basic financial statements. The schedule of
expenditures of federal awards has not been subjected to the auditing procedures applied in the audit
ofthe basic financia,statements and, acco.dingly, we express no opinion on it.

Accounting principles generally accepted in the united States of America require that the management,s
discussion and analysis and budgetary comparison information on pages 4 through 10 and 43 through
45 be presented to supplement the basic financial statements. Such information, although not a 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 procedures to
the required supplementary information in accordance with auditing standards generally accepted in
the United States of Ameri€a, which consisted of inquiries of management 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 finan€ial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sulficient evidence to express an
opinion or provide any assurance.
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INDEPENDENT AUDITOR'S REPORT (CONTINUED)I

In accordance with GovernmentalAuditing Standards, we have also issued our report dated March 25,
20110n our consideration ofthe Municipality's internal control over financiar reportingand on ourtests
of its compliance with certain provisions of laws, regulations contracts, grants agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing standards and should be considered in assessing
the results of our audit.

March 25,2011
Aguas Buenas, Puerto Rico

License No. 1339

Expire December 1, 2013

cABt-os n. Dnz
c0ltTt!08 tu&tco

The stamp No.2564420 ofthe puerto Rico Society
ofCertified Public Accountants was affixed to the
original of this report.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITYOF LOiZA

MaNAG€MENt's DtscusstoN AND ANALysts
YEAR ENDEDJUNE 30,2010

MANAG EMENT'S DISCUSSION AND ANALYSIS

Management of the Municipolity ol Loizd ot the Commonwealth of puerto Rico {the ,,Muni.ipalitl/,)
ptovides this Mdnogemen(s Disaussion dnd Aroryiis of the Municipality,s basic financial statements as
an overview and analysis of the financial activlties of the Municipality for the fiscal year ended June 30,
2010. We encourage readers to consider the information presented here in conjunction with the
additional information that we have furnished in the accompanying basic financial statements.

FINANCIAL HIGHI.IGHTS

The Municipality's in the GovernmentalActivities has reported assets and net assets amounting to
526,209,725 and $&754,083 respectively, in the accompanying statement of net assets, of which
the most significant assets are capital assets amounting to 522,996,694 (88 percent ol totdt
Municipdlivs ossets).

The Municipality in the same activities has reported totat liabilities amounting to S17,455,G42 in the
accompanylng statement of net assets, of which the most significant liabilities are bonds, notes and
other long-term debt amounting to 512,862,130 (72 percent oI totot tiobitities).

The Municipality has reported total revenues amounting to S15,800,182 in the accompanying
Statement of Revenues, Expenditures and Changes in Fund Balances-Governmental Funds, for the
Fiscal Year Ended June 30, 2010. The most significant revenues in this statement are grants and
entitlements and taxes were amounting to 59,495,865 (60 percent of total revenue) and
$4,534,5LL (28 percent ol totdl revenues), rcspe.tively.

The Municipality has reported a net change in net assets of revenues over (under) expenditures
amounting to S{63&635)in the accompanying statement ofactivities.

. The Municipalitys governmentalfunds reported combined ending fund balances of 5U4,60S.

. The Municipality has reported a deficit for the general fund amounting to (53,412,009).

. The Municipality has reported an excess of revenues and other financing sources over under
expenditures and other financing uses amounting to $565,998 and (S1,171,227) in the
governmental funds and combined total governmental funds.

4



COMMONWEATTH OF PUERTO RICO
MUNICIPALIWOF TO,ZA

MaNAGEMENTJ5 DtscusstoN AND ANArysts

YEAR ENDED JUNE 30,2O1O

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The Municipality's financiar statements incrude three components: (1) the government-wide financiar
statements, (2) the fund financiar statements, and (3)the notes to the financiar statements (aorectivery
known as the basic finarcial statements).

Government-Wide Financial Statements

The government wide linonciol stotements arc designed to provide readers with a broad overview ofthe
Municipality's operations and finance as a whole in a manner similar to private-sector business. These
statements provide short-term and long-term information about the Municipality,s financial position,
which assist the Municipality's management to determine the economi€ condition at the end of the
fiscal year. These financial statements are prepared using the flow of economic resour€es measurement
focus and the accrual basis of accounting. This basically means that these financial statements follow
methods that are similar to those used by most businesses_ They take into account all revenues and
expenses connected with the fiscal year ended June 30, 2O1O even if cash involved have not been
received or paid. The government-wide financial statements include: (1) the statements of net assets
and (2) the statement of activities.

Statement of Net Assets

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

Statement of Adivities

The statement of activities presents information showing how the Municipality,s net assets changed
during the fiscal year ended June 30, 2010. All changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash flows. Thus,
revenues and expenses are reported in this statement for some items that will not result in cash flows
until future fiscal periods (such as uncollected taxes and earned but unused vacation leave). This
statement also presents a comparison between direct expenses and program revenues for each function
of the Municipality.

Both of the abovementioned financial statements present all the governmental activities of the
Municipality, which consist mostly by taxes and intergovernmental revenues (such as federal grants).
Most services provided by the Municipality fall into this category, including culture and education,
general government, health and sanitation, public safety, public housing and welfare, etc.

5



Fund Financial Statements

The Municipality's fund financial statements, which 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.

COMMONWEAI.TII OF PUERTO RICO

MUNICIPAI.ITYOF LOTZA

MaNAGEMEN]'s DtscusstoN AND ANArysts
YEAR ENoEDJUNE 30,2O1O

A Iund is a grouping of related accounts that is used to maintain control over resoLrrces that have been
segregated for specific activities or objectives. The Municipality, like most other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance,related legal
requirements. Ea€h 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. Fund
accounting segregates funds according to their intended purpose and is used to aid management in
demonstrating compliance with legal, financial and contractual provisions.

The fund financial statements focus on: (1) individual parts of the Municipalitys government and (2)
reporting the Municipality's operations in more detail than the Bovernment-wide financial statements.
For financial reporting purposes, the Municipality classifies its funds within the following fund
categories: (1) general fund, (2) debt service fund, (3) permanent improvement fund and (4) capital
projects funds (collectively known as the "governmental funds,,).

Governmental funds are used to account for all of the services provided by the Municipality.
Governmental funds are used to account for essentially the same functions reported as governmental
activities in the governmental-wide financial statements. However, unlike the government wide
financial statements, governmental fund financial statements focus on near-term inflows and outflows
of spendable resources. They also focus on the balances of spendabre resources available at the end of
the fiscal year (June 30, 2010). This approach is known as using the flow of current financial resources
measurement focus and the modified accrual basis of accounting. These statements provide a detailed
short term view of the Municipality's finances that assists in determining whether there will be
adequate financial resources avajlable to meet the current needs of the Municipality, that is, evaluating
the Municipality's near-term financing requirements.

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

For financial reporting purposes the Municipality has three major funds: (l) the general fund (2) the
debt servace fund and {3) permanent improvement fund.
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COMMONWEAI.TH OF PUERTO RICO
MUNICIPALIW OF I.O1ZA

MAt{acEMElvt's DtscusstoN AND ANAtysrs

YEAR EiIoED JUNE 30, 2O1O

Notes to the Basic Financial Statements

The notes to the basic financial statements provide additional information that is essentiar to a full
understanding of the data provided in the government wide and the fund financial statements. The
notes to the basic financial statements can be found immediately folowing the basic financial
statements,

Government-wide Financial Statements Summarv

As noted earlier, net assets may serve over time as a useful indicator of the Municipality,s financial
position. ln the case ofthe Municipality, assets exceeded liabilities by 98,754,083 at June 30,2010.

As previously discussed, by far the largest portion of the Municipality's net assets reflect its investment
in capital assets (e.t., land, buildings, machinery equipment and all other property), less any related
debt used to acquire those assets that is stilloutstandinB. The Municipality uses these capital assets to
provide services to citizens; consequently, these assets are not available for future spending. The
following is a condensed presentation of the Municipality's financial position and results of operations,
as reported in the government-wide financial statements including its component unit, Baisas de Loiza
Proje€t:

Condensed Statemeni of Net Assets:

June 30.2009 June 30.2010

Current assets
Capitalassets

Total assets

Current liabilities
Non-current liabilities

Total liabilities

Net assets/(liabilities):
lnvested in capitalassets, net of related debt
Restricted
Unrestricted

Total net assets

72,506,64L 18,369,836
5,231,406 4,646,303

(12.097,886) 114.262,056)
S 5.646.161 S 8.754.083

5 6,443,934
22.038,558
28.482.502

8,806,954
14.o29,377
22.436.34L

5 3,223,031
22,9a6.694
26.209,725

4,'133,572
12,722,730
t7,455.642

An additional portion of the Municipality's net assets (1 percent) represents resources that are subject
to restrictions on how they may be used. At the end of the current fiscal year, the Municipality has
reported positive balances in two categories of net assets.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF LOiZA

MANAGEM ENT'S DISCU55ION ANO ANALYSIS

YEAR ENDEDJUNt 30,2010

Condensed Statement of Activities:

Revenues:
Progtam revenues:

Charges for services
Operating grants and contributions
Capital grants and contributions

General revenuesi
Property taxes
Municipal license taxes
Sales and use taxes
Construction excise tax
Grants and contributions
Rent
Licenses and permit
lnterest
Other

June 30.2009

5 1.,007,662

857,998
4.204.7t6
6,0'14,376

721,644
655,839
866,010

4,275,957

39,991
1,507.365

s18.147.182

5,943,293
984,063
474,712

5,4L5,447
755,759
740,595
374.765

14,688,034

442,006

lune 30.2010

S 400,497

441,621
1,860.378
3,702,502

2,535,897
607,088

\0a9,764
301,768

6,793,460
29,365
10,888

5,650
\.722,O74

s16.198.8s0

6,559,891

L124,295
959,592
757,054

4,644,787
2,080,o57

194,926
16,314,602

349,259
t13,624

S16.837,485

(638,63s)

s 9.392.718

s 8.7s4.083

Totalrevenues

Er(penses:

General administration
Public safety
Education, culture and recreational
Public relation, tourism and €itizen affairs
Public works and sanitation
Health and welfare
Depreciation expense
lnterest

Business type-aciivities:
Housing
lnterest

Total expenses

Change in net assets

Net assets - at beginning of year, as restated

Net assds - at end ofyear

S15,130.04o

1,071,L42

s 6.375,579

s 9,392.7LA
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COMMONWEATTH OF PUERTO RICO
MUNtCtPAUw oF toizA

MANAGEMENTJS DEcUss|oN ANo ANALYSIS

YEAR ENDED 

'UNE 

30,2O1O

Fund Financial Stateme s Summary

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with
fi nance related legal requirements.

Governmental Funds - The focus of the Municipality,s governmental furds is to provide information on
near-term inflows, outflows, and balance ofspendoble rcsources- such information is useful in assessing
the Municipality's financing requirements. rn pafticulat, unreserved Iund bolonce may serve as a usefur
measure of a government's net resources available for spending at the end of fiscal year. The following
is a condensed presentation of the Municipality,s balance sheet and results of operations of
governmentalfunds:

Condensed galance Sheet - Govehmental funds:

TotalAssets - Major Funds
TotalAssets - Nonmajor Funds

Total assets

Total Liabilities - Major Funds
Iotal Liabilities - Nonmajor Funds

Totalliabilities

Fund Balances - Major Funds
Fund Balances - Nonmajor Funds

Total Fund Balance

Condensed Statement of Opemtions - Gove.nmental funds:

Total Revenues- Major Funds
Total Revenues - Nonmajor Funds

Total aevenues

Total expenditures - Major Funds
Total expenditures - Nonmajor Funds

Totalexpenditures

Other financing sources (uses) Major
Other fi nancing sources (uses) Nonmajor
Revenues Over (under) Expenses - Major
Revenues Over (under) Expenses- Nonmajor

Fund Balance at beginning ofyear

Fund galanae at end olyear

June 30. 2009

5 7,447,993
S 117342
S 7.5s9.335

s 9,976,983

S 43,oi7
s 10.020.060

5 (2,s28,990)

s 68.26s
s 12.4@,7251

June 30.2010

S 2,883,390

s 1.389.3s0
s 4,272.740

s 3,941,s5s
S 2t6,s7o
S 4,158.135

5 (1,0s8,17s)

S !,172,780
S 114.60s

517,402,679
S 340.336
S u.743.015

514,777,5a7
$ 304.243
S 1s.07s.830

S s8o,ooo
-0,

s 3,247,1a5
0-

S 5.707.910

s 12.460,7251

S 14,232,276

s 1.564.s87
s 15.795.863

S ts,771,285
S 2.131.80s
s 17.903.Ur0

5 93s,ooo
S -o-

s (604,009)

S (sG7,218)

S 1,28s.832

S r14.60s
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITYOF LO1ZA

MANAGEMENT's Drscus$toN ANo ANALysts
YEAR ENDED JUNE 30,2O1O

FINANCIAL CONTACT

The Municipality's financial statements are designed to present users (citizens, taxpayers, customeB,
investors and creditors) with a generar overview of the Municipality's finances and to demonstrate the
Municipality's accountability. tf you have questions about the report or need additional financial
information, contact the Municipality's Chief Financial Officer on the 2"d. floor of the toi.a City Hall,
loiza, Pueato Rico.
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COMMONWTAI.TH OF PUERTO RICO
MUNICIPALITY OF LOiZA
STaTEMENIOF NErAssErs

As OF JUNE 30,2010

PRIMARY GOVERNMENT

ASSETS

Cash and cash equivalents
Cash with fiscalagent
Account receivable, sales tax
Accounts receivable other agencies
Other assets

Restricted cash
Capitalassets, net

TotalAssets

I.IABILITIES ANO NET ASSETS

Liabilities:
Accounts payable and accrued expenses
Deferred revenue
Due to other a8encies
Tenants' security deposits
Long-term debt:

Due within one year
Due in more than one year

Totalliabilities

Net Assets:

lnvested in capitalassets, net of related debt
Restricted for:

Debt service
Replacements and others
Capital project and others

Unrestricted

Total Net Assets

GOVERNMENTAI

ACTIVITIES

5 44i,997
2340,a15

65,945
1s5,388

21.664.230

s 24-61431s

BUSINESS-

TYPE

ACTIVITIES

S 73,s90

TOTAI-

5 s21,s87
2340,A75

65,945
155,388

19,607

119,689
229A6.694

s?9,20eJ4

s 1,903,354

354,562
773,207

Lt,133

1,550,656
12,a62.730

77.455,U2

18,369,836

3,231,818
119,689

t,294,796
174.262,Os6)

5 8Js4.083

t9,607
119,689

1.322,454

51r35t50

51,878,31i
354,562
773,207

1,520,686
ro.925.097

15,45L,929

19,014,375

3,237,a1A

1,294,796
(14.318.543)

L-9222a48

5 24,9i7

11,733

29,970
1,937.033

2.003,773

(644,s39)

t19,649

56,487

5 145&:t53)

The accompanying notes are an integral part ofthese financialstatements
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COMMONWEALTH OF PUERTO RICO
MUNICIPAI.ITY OF LOiZA

STATEMENT Ot AcrvtTtEs (CoNnNUED)

FoR THE YTAR Ei]oEDJUNE 30,2o1o

GOVERNMENTAL

ACTIVITIES

s(13.670.758)Net {expense)/revenue

Generalrevenue:
Taxes:

Property taxes
Municipaltax
Sales tax
Construction excise tax

Grants and entitlements
Rent
Licenses and permit
lnterest
Other

Totalgeneral revenues

Changes in net assets

Net assets at beginning. as restated

Net assets at end

2,53s,891

607,088
L,Oag,764

301,768
6,793,850

29,365
10,888
2,331

7.722.074

13.093.029

1577,739)

9.800.185

5 9222A45

BUSINES9TYPE

ACTIVITIES

s (64.21s)

3,319

3.319

(50,896)

1407.467)

s1458163)

TOTAI.

S{13.734.983)

2,535,891

607,088

LO49,764
101,16a

6,793,850

29,365
10,888

5,6s0
7,722,074

13.095,348

(638,63s)

9,392,778

s 3J54p83

The accompanying notes are an integral part ofthese financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPAI.ITY OF TOiZA

REcoNctuAnoN OF THE GoVERNMENTA! FuNDs
BaLANCE SHEEr To THE STATEMENT OF N ET AssErs

As OFJUNE 30, 2010

Fund balanaes in governmeatal funds

Amounts repotted fot governmentol octivities in the Stdtement oI Net Assets ore
diflerent becduse:

Capital assets used in governmental activities are not financial resources and
therefore are not reported in the funds

Long-term liabilities and accrual expenses are not due and payable in the
current period and therefore are not reported in the governmental funds:

Bonds and notes payable

Compensated absences
Claims and judgments
Ac€rued interest
Advance from CRIM
Notes payable CRIM

Net ossets ol governmentol octivities

114,605

21,6U,230

(7,593,000)

(1,923,38s)
(1,96&115)

(110,506)

143,127l,
{818.1s6)

s 9222,J46
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COMMONWEAI.TH OF PUERTO RICO
MUNICIPALITY OF I-OiZA

RECONCII.IATION OF THE STATEMENI OF REVENUE' EXPENDIIUREs

AND CHAiIGES IN FUND BALANCES oF GoVERNMENTAL

FUNDs To THE STATEMENT oF AcIIvITIEs
FoR THE YEAR ENoED IUNE 30,2o1o

Net chante in fund balances - total governmental funds

Amounts reported for Governmentol Activities in the Stotement of Activities ore
dilfetent becouse:

Governmental funds report capital outlays as expenditures_ However, in the statement of
activities, the cost ofthose assets is allocated overtheir estimated useful lives and
reported a5 depreciation expense.

Depreciation expense on capital assets is reported in the statement ofactivities, but do
not require the use ofcurrent financial resources. Therefore, depreciation expense is
not reported as expenditure in governmental

Governmental funds report issuance of long-term debt as other financial sources because
provides current financial resources.

Governmental payments of long-term debts as expenditures, whereas the payment
reduces the long,term obligations in the statement ofactivitjes:

Notes and bonds
Note payable CRIM - Law42
Note payable CRIM - Digitalization

Change in accruals which do not require the use of current financial resources:
lnterest
Claim and judgment
Accrued vacations
Due to Puerto Rico Department of Labor
Due to Puerto Rico Department ofTreasury

Changes in Net Assets ol Govemdentol Activities

5l'1,117,227)

L4AA,6D

lso4,462l

(93s,000)

692,000
34,399
24,791

20,799
60,000

l4o7,356)
s6,960
63,338

s 1577J39
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF LOTZA

PROPERTY FUND STATEMEl\lIOF FINANCIAL POSITION
juNE 30,2010

As5ETs

Current Assets:
cash

Property and Equipment

Restricted deposits

Other Assets

ttA8lltTtEs ANo NaI AssETs

Liabilities:
Current liabilities:

Current maturities of mortgage note
Accounts payable and accrued expenses

Long-term debt liabilities:
Mortgage note, net ofcurrent maturities
Tenants deposits held din trust

Net assets

The accompanying notes a.e an integral part ofthese financial statements.

BRISAs DE LoizA PRo,EcI

S 73,590

1,322,464

119,689

79,607

s1t35l5a

5 29p70
24.977
s4,947

7,937,033
11.733

2,003,713
{468.363)

St-atsl5o
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COMMONWEAI,TH OF PUERTO RICO
MUNtCtPAt-tTY OF t-OiZA

SIAIEMENT oF PRoPERTY FUND

YEAR ENDED JUNE 30,2O1O

Revenues:

Rent
Financial

Total ,evenues

Expenses:

Administrative
Utilities
Operating and maintenance
Taxes and insurance
Depreciation
lnterest

TotalExpenses

Change in net assets

Net assets, beginning ofyear

Net assets, and year

The accompanying notes are an integral part ofthese flnanc;alstatements.

BRIsAs DE LoizA PRojEcI

5 398,568
3.319

401.987

173,624
4,659

79,OOA

57,201
123,191.

97,200

452.883

{60,896)

l4o7.467)

s14583!3)
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COMMONWEAI.TH OF PUERTO RICO
MUNICIPALITY OF LOiZA

PRoPRtETaRY FUNDs

STATEMENT Of CA5H FI.OWs

FoR THE YEAR ENDEDJUNE 30,2010

Change in net assets

Adjustrhents to ieconcile change in
net assets to net cash provided by
operating activities:

Depreciation
lncrease or decrease in:

Other assets
Accounts payable and accrued expense

Net cash provided by operating activities

Net cash provided by operating activities

Cash flow from investing activities:
Purchase ofequipment
Additlons to reserve for replacements and interest

Net cash used by investing activities

Cash flows lrom Iinancing adivities:

Mortgage principal payments

Net cash used by finanaing activities

Net inarease in cash

Cash at beginning of the year

Cash at ending ofthe year

The accompanying notes are an integral part ofthese financialstatements.

BRrsAs O€ lofzA PRolEgr

s (50,896)

123,197

29,432
(3.483)

(87,160)

56.553

(30.607)

o7.459)

127.4s9)

30,578

43.O12

l r3l90
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COMMONWEALTH OF PUERTO RICO
MUNICIPAIIIY OF TOTZA

NoIEsTo THE FINANCIAL STATEMENTS

JUNE 30,2O1O

1. ORGANIZATION

The Municipality of toiza (the Municipality) is a political and legal entity with full legislative and
administrative faculties in every affair of municipal charactet with perpetual succession, existence
and legal personality separate and independent from the governmentar of the commonweakh of
Puerto Rico.

The municipal government is comprised of the executive and regisrative bodies, which are erected
every four years in the Puerto Rico Eeneral elections. The executive power is exercised by the Mayor
and the legislative power by the Municipal Legislative Body, which has thirteen members.

The Municipality provides the following services to its community: health, public works, education,
public safety, housing, community and social services, welfare, culture and recreation, as well as
many other Beneral and administrative services.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POI.ICIES

The accounting and reporting policies of the Municipality relating to the funds included in the
accompanying basic financial statements conform to accounting principles generally accepted in the
L,nited states of America applicable to state and local governments. Generally accepted accounting
principles for local governments include those principles prescribed by the Governmental
Accounting standards Board (GASB), the American rnstitute of certified public Accountants in the
publication entitled Audits of state and Local Governmental units and by the Financial Accounting
standards Board {when applicabre). The more significant poricies of the Municiparity are described
below.

Reporting entity

A reporting entity consists of the primary government, component units, and other organizations
that are included to ensure that financial statements are not misleading. The primary governmenl
of the Municipality consists of all funds and departments that are not legally separate from the
Municipality. For the Municipality of Loiza, these include various services such as police protection,
recreation (including parks), street maintenance and repair, sanitation, and general administrative
services. The operation of each ofthese activities is djrectly controlled by Municipality's Legislative
Bodythrough the budgetary process.

Component units are legally separate organizations for which the Municipality is financially
accountable. The Municipality has no component units.

Government wide and fund financial statements

Basic financial statements include both governments-wide and fund financial statements.
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COMMONWEAI-TH OF PUERTO RICO
MUNICIPAI.ITY OF [O'ZA

NoTEs To THE FtNANctAL SIATEMENTS (CoxItNUED)

JUNE 30,2010

2. SUMMARy OF StGNtFtCANT ACCOUNTTNG pot-tCtES (coNTtNUED)

Government-wide statements

The government-wide financial statements (consists of the statement of net assets and the
statement of activities) these statements report info.mation on all the activities of the primary
Sovernment and its component units. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities which normally are supported mainly by
taxes and intergovernmental revenues are reported separately from business_type activities, which
rely to a signiflcant extent on fees and charges for support. Likewise, the primary government is
reported separately from certain legally separate component units for which the primary
Sovernment is financially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a given
flrnction or segments are offset by program revenues, Direct expenses are those that are crearry
identifiable with a specific function or segment. program revenues incrude a) charges to customers
or applicants who purchase, use, or directly benefit from goods, services, or privileges provided by a
given function or se8ment and b) grants and contributions that are restricted to meeting the
operational or capital requirements of a particurar function or segment. Taxes and other items not
properly included among program revenues are reported instead as general revenues.

Program-specific capital and operatin8 grant and contributions consist of transactions that are
either mandatory or voluntary non-exchange transactions with other govern me nts, organizations, or
individuals that restrict the resources for use in a particular pro8ram. Capital grants and
contributions consist of capital assets or resources that are restriated for capital pLrrposes - to
purchase, €onstruct o. renovate capital assets associated with a specific 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.
Restricted capital and operating grants and contributions are program revenues because they are
specifically attributable to a program are reduce the net expense of that program to the
Municipality. They are reported net ofestimated uncollectible amounts.

Fund financial statements

The fund financial statements segregate transactions related to certain functions or activitaes in
separate funds in order to aid financial management and to demonstrate legal compliance. These
statements present each major fund as a separate column on the fund financial statements; all non
major funds are aggregated and presented in a single column.

The Muni€ipality reports the following major governmental funds:

A) General Fund

This is the operatin8 fund of the Municipality and accounts for all financial resources, except
those required to be accounted for in another fund.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF LOIZA

NoTEs To TBE FTNA ctAL STATEMENTS (CoNnNUED)

JuNE30,2010

2. SUMMARY OF StGNtFtCANT ACCOUNTTNG pOuctEs (coNTtNUED)

B) Debit service fund

The fund accounts for resources accumulated and
long term general obligation debt of governmental

payments made for principal and interest on
funds.

C) Permanent lmprovement Funds

This fund accounts for resources accumulated and payment made under a State Legislative Joint
Resolution for the construction ofcapital projects.

Measurement focus, basis ofaccounting and financial statement presentation

The government-wide financial statement of Net Assets and the Statement of Activities, both
government and business like activities, are presented using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded at the time the liability is incurred, regardless of the timing of related cash flows. property
taxes are recognized as revenues in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider have been
met.

The governmental fund financial statements are presented using the current financial resources
measurement focus and the modified accrual basis of accounting, Revenues are recognized as soon
as they are both measurable and available. Under this method revenues are considered to be
available when they are collectible within the current period or soon enough thereafter to pay
liabilities of the current period. For this purpose, the government considers revenues to be available
ifthey are collected within 60 days of the end ofthe current fiscal period. Expenditures generally are
recorded when a liability is incurred, except for debt service, compensated absences and claims
andjudgments expenditures which are reported when payment is due.

Property taxes, franchise taxes, licenses, and interest associated with the current fiscal period are all
considered to be susceptible to accrual and so have been recogni2ed as revenues of the current
fiscal period. Only the portion of special assessments receivable due within the current fiscal period
is considered to be susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the government.

Private-sector standards of accounting and financial reporting issued prior to December 1, 19g9
generally are followed in the government-wide financial statements to the extent that those
standards do not conflict with or contradict guidance of the Governmental Accounting Standards
Board. Governments also have the option of following subseqLrent private sector guidance for their
brrsiness-type activities and enterprise funds, subject to this same limitation. The government has
elected not to follow subsequent private sector guidance.

24



COMMONWEALTH OF PUERTO RICO

MUNICIPAI,ITY OF I.OIZA
NoiE5 To THE FtNANctaL STATEMENTS (Co IINUED)

JUNE 30, 2010

2. SUMMARY OF S|GNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Measurement Iocus, basis ofaccounting and financial stateoent presentation (continued)

As a general rule the effect of interfund activity has been eliminated from the government-wide
financial statements. Amounts reported as program revenues include 1) charges to customers or
applicants for goods, services, or privileges provided,2) operating grants and contributions, and 3)
capital grants and contributions, including special assessments. Internally dedicated resources a.e
reported as general revenues rather than as program revenues, Likewise, general revenues include
alltaxes,

When both restricted and unrestricted resources are available for use, it is the government,s policy
to use restricted resources first, than unrestricted resources as thev are needed.

Proprietary fund financial statements include a statement of net assets, a statement of revenues,
expenses and changes in fund nets, and statements of cash flows for the proprietary fund which
include a low income housing project know as Brisas De Loiza project.

The Municjpality has elected to not apply all statements and interpretation issued by FASB after
November 30, 1989.

Proprietary funds are accounted for using the "economic resources,,measurement focus and the
ac€rual basis of accounting. Accordingly, all assets and liabilities (whether current of noncurrent)
are include on the statement of net assets, The statement of revenues, expenses and change in
fund net assets present increases (revenues) and decrease (expenses) in total net assets. Under the
accrual basis of accounting, revenues are recognized in the period in which they are earned while
expenses are recognized in the period in which the liability is incurred.

Operating revenues in the proprietary fund are those revenues that are generated from the primary
operating of the fund. All other revenues are reported as non-operating revenues. Operating
expenses are those expenses that are essential to the primary operations of the fund. AII other
expenses are reported as non operating expenses.

Cash, cash equivalents, cash with fiscalagent and investment

The Municipality's finance director is responsible for investing available resources. The Municipa,ity
is restri€ted by raw to invest onry in savings accounts and certificates of deposit with banks quarified
as a depository of public funds by the puerto Rico Treasury Department (pRTD) or in instruments of
the Government Development Bank for puerto Rico {GDB). The Municipality,s policy is to invest any
excess cash in interest bearing deposits with institutions qualified by the pRTD. Earnings from these
funds are recorded in the corresponding fund as interest income.
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COMMONWEAI-TH OF PUCRTO RICO

MUNICIPALIW OF I.OiZA

NOTES TO THE FI ANCIAL STATEM€NTs (CONNNUED)

JU E 30,2010

SUMMARY OF StGNtFtCANT ACCOUNTTNG pOLtCtES {CONTTNUED)

Cash with fiscal agent in the governmental fund consists of unused proceeds from bonds and notes
issued for the acquisition and construction of major capital improvements. Cash with fiscal agent in
the debt service fund represents special additional property tax collections retained by the
Municipal Revenue Colledion Center {CRtM) and restricted for the payment of the Municipality,s
debt service, as established by law.

The Municipality considers all investments with an original maturity of three months or less to be
cash equivalents.

lnterfund receivables and payables

Activities between funds that are representative of iending/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 interfund loans) or advances to/from other funds (i.e., the non-current portion of interfund
loans). lnterfunds receivables and payables between funds within the governmental activities are
eliminated in the statement of net assets.

Capital assets

Capital assets, which include property, plant, equipment, and infrastructure {which is normally
immovable and of value only to the Municipality, such as roads, bridges, streets sidewalks, and
drainage system), are reported in the government-wide financialstatements.

Capital assets purchased or acquired are carried at historical cost or estimated historica, €ost.
Contributed assets are recorded at fair market value as of the date donated. Additions,
improvements and other capital outlays that significantly extend the useful life of an asset are
capitalized. Other costs incurred for repairs and maintenance are expensed as incurred. When
historical cost is not available it is estimated using historic sales of the year of the acquisition of the
related capital assets.

Depreciation in capital assets is calcurated on the straight rine basis over the following estimated
usefullives:

lnfrastructure
Building and building improvement
Furniture and fixtures
Vehicles and equipment

25 50 years

20 - 50 years

5 - 10 years

5 - 20 years

26
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COMMONWEALTH OF PUERTO RICO
MUNICIPAI.ITY Or LOiZA

NorEs To THE FtNANctAL STaTEMENTS (CoNTINUED)

JUNE 30, 2010

2. SUMMARy OF StGNtFtcANT ACCOUNTTNG pOUCtES (CONTTNUED)

Reservation of fund balance

Reservatjons of fund balance represent portions of fund balances that are legally segregated for aspecific future use or are not appropriated for expenditure.

Risk rinancing

The Municiparity carries insurance to cover casuarty, theft, tort craims and other Josses. rnsurancepoticjes are negotiated by the puerto Rico treasury Departm"*l"J .*" ." 
"if*ated 

among allthe municipalities of puerto Rico. Cost of insura*e 
"tto."tea 

to tle riuinlo"i,,, 
"", o"or.,"o U.,the Sross property tax collections by the Munkipat Revenue col"",;; ;;;; i,:; "cRtM,,) for theyear ended June 30, 2O1O amounted to approximately S227,091. Th; ;r.."-nlr'nrlrr"n." ,o,,.,", trur"not been canceled or terminated. The cRlM atso j"Or.,ua ,oprorlrn"*]; ;;i*" for workerscompensation insurance covering all municipal employees.

Compensated absences

Employees accuftulate vacation leave at a rate of 2.5 days per month up to maximum of 60 days.Unpaid vacation time accumulated is fu y vested m tf," 
"rpfov""l 

l lr",f,u'iir'r, 0", of *or.t.Employees accumulate sjck leave at a rate of 1.5 days per mo*f, rp i" 
" 

r",,irnr, SO days. ln the

;:T::L"J:f5: 
resisnation, the emproyee i. p"ia' ro|. "..,.,Li"d ,"*,o". o"r, ,, . *"

Separation from employment prior to use of all or part of
compensation, except for employees wjth ten years or more
pay up to the maximum allowed

the srck leave terminates all rights for
ofservice who are entitled to sick leave

:i^i::l"r:r;l*,.r. " owed vacations and vested sick benefits are accounted for in the Statement
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COMMONWEATTH OF PUERTO RICO
MUNICIPAI-ITY OF LOiZA

NorEs To TNE FtNANclaL STATEMtNTs { CoNnNUED)

JUNE 30,2O1O

suMMARy OF StGNtFtCANT ACCOUNTTNG pOUCtES (CONTTNUED)

Post employment benefits

Pursuant various Acts, the Municipality is required to cover annually the 3% increase (cost of living
allowance) in the retirement plan of it's retires employees. Substantially all ofthe employees may
become eligible for these benefits of they rea€h normal retirement to while working for the
Municipality. For the fiscal year ended June 30, 2010, post employment benefits retirees amounted
to 540,448. These benefits are recorded as expenditures when informed by the retirement plan.

Use o, estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities, and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenditures/expenses during the reporting period. Actual results could differ from those estimates

PROPERTYTAX

The personal property tax is self assessed by the taxpayer on a return, which is to be filed by May 15
of each year with the Municipal Revenue Collector Center (the CRtM), a governmental entity created
by the Commonwealth of Puerto Rico. Real property tax is assessed by the CR|M on each piece of
real state and on each building.

The assessment is made as of lanuary 1 of each year and is based on current values for personal
property and on estimated value as of 1957 for real property tax. The tax on personal property
must be paid in full together with the return by May 15. The tax on real property may be paid in
two installments byluly l and January 1.

The CRIM is responsible for the billing and colledions of real and personal property taxes on behalf
of all the municipalities of Puerto Rico. Before the beginning of each fiscal year, the CRIM informs
the Municipality of the estimated amount of property tax expected to be collected for the ensuing
fiscal year. Throughout the year, the CRIM advances funds to the Municipality based on the initial
estimated collections. The CRIM is required by law to prepare a settlement statement on a fiscal
year basis, where by a comparison is made between the amounts advanced to the Municipality and
amounts actually collected from taxpayers.

This settlement has to be completed on a preliminary basis not late. than three months after fiscal
year end, and a final settlement made not later than six months after year-end. lf the CRIM remlts
to the Municipality property tax advances, which are less than the tax actually collected, a
receivable from the CRIM is recorded at June 30. However, if advances exceed the amount actuaily
collected by the CRIM, a liabilityto the CRtM is recorded a une 30.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF LOiZA

NoIEs To THE FINANCIAI STAIEM ENTS (CoNTINUED)

JUNE 30, 2010

3. PROPERWTAX(CONTTNUED)

Residential real property occupied by its owner is exempt by law from the payment of property
taxes on the first 515,000 of the assessed value. For such exempt amounts, the puerto Rico
Treasury Department assumes payment of the basic tax to the Municipalities, except for property
assessed at less than 53,500 for which no payment is made. As part of Law No. 83 of August 30,
1991, as amended, the exempt amount to be paid by puerto Rico Treasury Department to the
Municipalities wasfrozen as of January 1,1992. lnaddition,thelawgrantsataxex€eptionfromthe
payment of personal property taxes of up to 55O,0OO of the assessed value to retailers having
annual net sales of less than S150,000.

The rates are 8.83% for real property and 6.83 for personal property. The composition is as follows:

Basic property
Additional special property - state
Additional special propeny - municipal
Discounts made by state to tax payer

Real

6.00%
1.03yo

2.OO%

<_4%>

@%

Personal

4.OO%

7.78%
t.25%

<_4%>

6,81%

4. VOLUME OF BUSINESS TAX

The municipal license tax is levied annually based on the volume of business of certain businesses
and industrial organizations that operate in the Municipality. The tax rates are 1.50% for financing
institltions and .50% for the other business institltions. The taxpayers must file a return not later
than April 15 of every year and the tax is payable in two installments, due in luly 1 and January 1 of
the following fiscal year. The amount levied could be paid with a five percent (S%) discount if
payment is made on or before the filing date. The Municipality levied and collected during the year
ended lune 30, 2010,5325,816 corresponding to the followinB fiscal year volume of business tax.
This amount was recorded as deferred revenue, and is presented as a liability in the accompanying
financialstatements.
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COMMONWEAI.TH OF PUERTO RICO

MUNIOPAUTY OF LOiZA
NoTEsTo THE FtNANctal STATEMENTs (CoNIlNUEDI

JUNE 30,2010

5. SALE TAX

Pursuant to an amendment to Puerio Rico tnternal Revenle Code, Act 117 of July 4, 2006, the
Municipal Legislature approved the Ordinance 6, Series 2006-2007 to establish a city tax
contribution, effective November 1, 2006, to 1.5% over all transactions of sales of goods and
services made on Loiza's boundaries. According to the Ordinance, these new resources will be
principally used in the following activities: repairs and improvements of Municipal roads,
infrastructure and sport facilities, construction of curbs and sidewalk, purchases of heavy
equipment.

Municipality of Loiza contracted a service organization to manage the imposition and collection of
the sales tax.

Pursuant to the provisions ofthe Law Number 80 ofJuly, 29, 2OO7 and effective August 1, 2007, the
citizenship contribution was uniformly established in 1.5%, for all the municipalities in puerto Rico,
of which 1% will be collected by the municipalities and the remaining .S% will be collected by the
Treasury Department of the Commonwealth of Puerto Rico. A portion of those funds will be
deposited in the Puerto Rico Governmental Development Bank, as a redemption fund, for financing
capital projects to the municipalities.

6. GRANTS AND ENTITLEMENTS REVENUE

Grants and entitlements revenue consists of contributions received from certain quasi public
corporations of the Commonwealth of Puerto Rico, such as the Puerto Rico Aqueduct and Sewer
Authority and the Puerto Rico Ele€tric Power Authority. Also, the Municipality receives some
subsidies from the Commonwealth of Puerto Rico which include, among others, a subsidy for
Beneral operations and for the financing of capital improvements. Ihe intergovernmental revenues
are recorded in the General fund, except for those that are legally restricted for expenditure for
specified purposes which are recorded in other governmentalfunds.

7. DEFERRED REVENUE

Deferred revenue consists ofthe followings:

Municipal license tax collected in the fiscal year
2008-2009 corresponding to the following fiscalyear

Portion of grants received for which qualifying expenditlres
have not been incurred.

532s,815

2a.746

$354J62
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COMMONWEALTH OF PUERTO RICO

MUNICIPAI.ITY OF TOiZA
NorEs To THE FTNANctALSTATEMENTs (CoNTtNUED)

JUNE 30,2010

_ 8. RESTRICTED DEPOSIT

Restricted cash in the business-type activitjes consists of:

Tenant security deposits
Reserve for replacement
Reserve fortaxes and other reserve

S 11,733
89,661
18.295

s119-689

Under the regulatory agreement, Project is required to set aside amounts for the replacement of
property and other Project expenditures approved by HUD. HUD - Restricted Deposits are held in
separate accounts and generally are not available for operating purposes.

Tenant's Security Deposit and its accumulated interest are held in a separate bank savings account
in the name of the Project, in compliance with USDA-RD and HUD requirements. Any amounts not
returned to the tenant due to lease violations are transferred to the project,s general operating
account.
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COMMONWEAI.TH OF PUERTO RICO
MUNICIPAI.ITY OF [O[ZA

NoTEsTo THE FINANCIAL STATEMENTs (coNnNUED)

luNE 30,2010

9. CAP|TA| ASSTTS

Capitalasset activity forthe year ended lune 30,2010 was as follows:

Prifiary covernment

Govemmental activities:
Capital assets, not beingdepreciated:

Land

Capital assets being depreciated:

Buildings, park and courts
Furniture and fixtures

Balance

,une 30. 2009 lncreas€s Decreas€s
Balance

June 30.2010

11,775,037 5 165,84s
9,114,576

447,!-41
Autornobiles and equipment 1.911.540 _

s 1.687.516 s 1,687.516

17,940,Aa2
10,437,350

M7,14!
1,911.540

30,736.913

(5,s28,753)
(3,098,458)

13s0,940)
11,ta2.o4a

{10.760.199)

19.976.174

21.664,230

1,,322,714

Total ca pital assets being depreciated

Less accumulated depreciation for:

Euildingt parks and courts
furniture and fixture

Total

Totaldepreciable capital assets, net

Governmental activities capital assets net

Business-type activities:
Capitalassets netbeingdepreciatedl

Land

Capital assets being depreciated:
Building and improvements
Equipment

Less accum!lated depreciation:
Buildins and improvements and

Total depreciablecapitalassets, net

Busin€ss adivities capital assels, net

29.248,294 1,488.619

(5,257,751)
1t2,a64,9921

(350,940)

lt.782,0/.Al

|to.255,731\

18.992.s57

20.580.073

l27O,se6l
(233,466)

(504.462)

984,1,57

984,1s7

109.735

(3,058,906)

244366
3,343,272

12,O94,512)

7.244.760

1.358.495

522038E68

73,000

14.160

87,160

(123.191)

(36,031)

t36.031)

s948126

109.735

3,131,906
298,s20

3,430,432

12,211,1O3)

1,.212.729

1.322.464

S22-9860%
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COMMONWEAI-TH OF PUERTO RICO

MUNICIPALIW OF LOiZA
NoTEsTo THE FtNANC|AL STATEMENTs (CoNnNUtD)

luNE 30,2010

9. CAPlrA|- ASSETS (CONTTNUED)

Depreciation expense was charged to functions/programs of the MLrnjcipality as follows:

General admin;stration
Public safety
Public works
Education, culture and recreation
Health, sanitation and welfare
Public relation, tourism and citizen affairs
Housing

Total depreciation expense

10. LONG.TERM DEBTS

Govetnmental
Adiviiies

S191,s38
3t,'184

173,90s
27,373
58,595
21,327

Business-Type

Activities

s123.191

5123;!91w4482

Long-term liability activity for the year ended lune 30, 2OlO was as follows:

Primary Government BeginninE
Governmental activities: galance Additions Reductions

_ Bonds and notes S 7,4s0,000 5 935,ooo 5692,000
Notes Payable CRIM - Law 42 812,535 34,399
Note Payable CRIM loan -

igitalization 64,a77 _ 24,791
4327346 935.000 751.190

Ending
Balance

s 7,693,000
178,136

40,o20
8,511.156

1,9233a5
43,127

1,968,115

Oue Within
One Yeal

S s73,ooo
26,287

74,272
617,559

800,000
43,127
60,000

Puerto Rico Treasury Department 63,338

Other long-term debt:
Compensated absences
Amount due to CRIM - 2007,08
Legalsettlement
Puerto Rico Labor Department

Total

Eusiness-type aativities:
Mortgage payable

Total

7,5L6,029 407,356
43,t27

2,028,115
s6,960

3.707.569

12,034,9L5

L.994.462

sf4,a$jr

407,356

1,342,356

60,000
s6,960
53,338

180.298

931,488

s958t47

3.934,621

12,445,7a3

1.967,003

y4A14J36

903.127

1,520,686

29.970

51-690-656
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF I.Oi2A

Nofts To THE FINANCIALSIAIEMENTS (CoNIINUEDI

JUNC 30,2010

10. LONG-TERM DE8TS (CONTTNUED)

Governmental activities:

Bonds and notes:

S451,000 series if 1993, payable in annual installments of $25,000 to
532,000 untillanuary 1,2016, interest at 5%.

5100,000 series of 1996, payable in annual installments of 56,000 to
58,000 untillanuary 1, 2015, interest at 4.5%.

S1,585,000 series of 1999, payable in annual installments of 555,000 to
5150,000 untilJuly 1, 2023, interest ranging from 5.88% to 8%.

5555,000 series of2002, payable in annual installments ofS15,000 to
555,000 until July 1, 2026, interest ranging fro.r. 5oA to 8oA.

5400,000 series of 1997, payable in annual installments of525,000 to
540,000 untilJLrlv 1,2016, interest at 6.75%.

5130,000 series of2004, payable in annual installments of55,000 to

S10,000 until July 1, 2028, interest ranging from 5.0o/o to 6.5%.

5340,000 series of2004, payable in an installment of540,000 to 550,000
on July 1,2010, interest ran8ing from 5.0% to 6.5%.

595,000 series of 2004, payable in annual installments of 52,000 to
57,000 untilluly 1, 2028, interest rangin8 from 5.0y.lo 6%.

5455,000 series of2004, payable in annual installments of S10,000 to
535,000 until July 1, 2028, interest ranging from 5.O% to 6.5%.

5925,000 series of 2005, payable in annual installments of S35,000to
570,000 untilJuly 1, 2024, interest ranging from 437%lo syn.

$200,000 series of 2006, payable in annual installments of530,000 to

S35,000 untilluly 1, 2013, interest ranging from 4.23%to 4.13%.

582O,OOO series of 2007, payable in annual installments ofS15,000 to

570,000 until Jrrly 1, 2032, interest ran8inE from 3.93%lo 7.5%.

s 170,000

3s,000

1,340,000

s6s,000

20s,000

100,000

50,000

83,000

405,000

110,000

95,000

800,000
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPAI-ITY OF LOiZA
NorEs To THE FrNANctaL STATEM ENTs {CoNTtNUED)

JUNE 30,2O1O

10. IoNG-TERM DEETS (CONTTNUED)

Governmental adivities:

Bonds and notes:

S1,155,000 series of 2008, payable in annual installments of595,O0O to
5150,000 untilJuly 1,2017, interest ranging from 3.93% to 7.5%. 5 985,OOO

5900,000 series of2008, payable in annual installments ofS135,OOO to
5180,000 untilluly 1,2014, interest rangin8 fromT.O%to7.5%. 645,000

S135,000 series of2008, payable in annual installments of55,OOO to
520,000 until luly 1, 2023, interest ranging fro fi 5.4O% to 7.5%. 13O,OOO

5445,000 series of 2008, payable in annual installments of S8O,OOO to
5105,000 until July 1, 2013, interest ranging from 4.75% lo 7.syo. 37O,OO0

5935,000 serialof2010 payable in annlal installments of S115.OOO to
5155,000 until luly 1, 2016 interest at 7.0% due semiannually. 935.OOO

Total bonds payable 7.693,000

Business type-activities:

Two mortgage notes collateralized with land and building, payable in
monthly lnstallmentof54,802 and 51,312, including interest at an
aonual rate of 9% 5.87% through December 2051. 1,967.003

s9"660-003
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COMMONWEAI-TH OF PUERTO RICO

MUNICIPALITY OF I.OiZA
NoTEs To THE FTNANctAL STATEMENIS (CoNTtNUED)

luNE 30,2010

10. |-oNG-TERM DEBTS (CONTTNUED)

The annual debt service requirements to maturity bonds and notes payables ofJune 30, 2010 are as
follows:

Governmental -type Activities:
lnterest

Year ended June 30

2011
2012
2013
2014
2015
2016-2020
202t-2025
2026 2030
2031-2033

Princioal

S s73,ooo
691,000
748,000
754,000
706,000

2,030,000

1,465,000
531,000
195.000

s7-69@

S 33s,3oo
437,256
388,461
337,057
286,881

957,914
482,454
753,234
22.687

$3qL654

Business-type adivities:

Two mortgage notes are payable in monthly installments of 54,802 and 51,310 including
interest at an annual rate of 9% and 6.857% through December 2051.

Mortgage payable consist of permanent residence loans provided by IJSDA-Rural Development.
The land and building of the Project collateralized the mortgage note.

Mortgage notes payable mature as follows:

Year ended June 30

20t7
20t2
2013
2014
2015
Thereafter

Princioal

5 29,970
32,7L2
35,106
38,975
42,545

1.787.095

$1167-003
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPAI.IW OF LOiZA
NorEs To THE FrNANcrAr SrarEM ENTs {CoillNUED)

JUNE 30,2010

10. |-oNG-TERM DEBTS (CONTTNUED)

Note payable - CRIM Law 42

Note payable of 577a,116 represents a repayment agreement with GDB and CRIM to repay the
excess of property taxes advances from fiscal years up to 2001. The CRIM will retain the principal
and interest from the property taxes advances. The amounts retained by CRIM will be remitted to
GDB on luly 1 of each year through 2032. The repayment agreement is payable in semi annual
aggregate principal installments of 533,348 including an interest rate of 6.187%.

Year ended lune 30

2011

2012
2013
20t4
2015
2016-2020
202t-2024
2025-2029
2030-2032

Principal

S 9,27s
19,420
20,640
21,931
23,315

140,483
790,521
254,384

5778J36

lnterest

5 24,073
47,276
46,056
44,759
43,381

192,997

L42,959
75,096

5,883

562.L480

Total

5 33,348
66,696
66,695
66,695
66,695

333,480

333,480
333,480
100.044

5tr!00616

Note payable -CRIM (LIMS)

ln 2001 the Municipality entered into a financing a8reement with the CRIM in the amount of
5210,880 for the payment of the Municipality's share in the cost of a management information
system (LIMS) a€quired by the CRIM for the management of taxpayer's properties located in Puerto
Rico. The note is payable in semiannualinstallments of541,142, including interest of 5.95%and due
on November 28, 2011. Amount is financed with unrestricted funds through withholdings from the
advances of property tax and amounts of the municipal equalization fund send to the Municipality
by the CRIM. Debt service requirements in future years are as follows:

2071
2012

Princioal

526,287
12,713

540-020

lnterest

51,995
409

Total

s28,283

5A2AE
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPAI-ITY OF LOiZA
NorEs To THE FrNANctat STATEMENT5 (CoNINUEo)

JUNE 30,2010

11. RETIREMENT SYSTEM

Defined Benefit Pension Plan

The Employees'Retirement System of the Commonwealth and its instrumentalities (the
"Retirement System"), created pursuant to Act. No.447 of May 15, 1951, as amended, is a cost,
sharing multiple employer defined benefit pension plan sponsored by, and reported as a component
unit of the Commonwealth. All regular employees of the Municipality hired before January 1, 20OO
and under 55 years of age at the date of employment became members of the Retirement System
as a condition to their employment. No benefits are payable if the participant receives a refund of
his/her accumulated contributions.

The Retirement System provides retirement, death and disability benefits pursuant to legislation
enacted by the Commonwealth's legislature. Retirement benefits depend upon age at retirement
and the number of years of creditable service. Eenefits vest after ten years of plan participation.
Disability benefits are available to members for occupational and non occupational disabilities.
However, a member must have at least ten years of service to receive non,occupational disability
benefits.

Members who have attained at least 55 years of age and have completed at least 25 years of
creditable service or members who have attained 58 years of age and have completed ten years of
creditable service are entitled to an annual benefit, payable monthly for life. The amount of the
annuity shall be one and one-half percent of the average compensation, as defined, multiplied by
the number of years of creditable servi€e up to twenty years, plus two percent of the average
compensation, as defined, multiplied by the number of years of creditable servi€e in excess of 20
years. ln no case will the annuity be less than S200 per month.

Participants who have completed at least 30 years of creditable service are entitled to receive the
Merit Annuity. Participants who have not attained 55 years of age will receive 65 percent of the
average compensation, as defined; otherwise they will receive 75 percent of the average
compensation, as deflned.

Commonwealth le8islation requires employees to contribute 5.775% for the first 5550 of their
monthly Bross salary and 8.275% for the excess over S550 of monthly gross salary. The Municipality
is required by the same statute to contribute 9.275% ofthe participant's gross salary.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LO1ZA

NOTES TO THE FINANCIAL STATEMEMIs (CONTINUED)

JUNE 30,2010

11. RENREMENT SYSTEM

Defi ned Contribution Plan

The Legislature of the Commonwealth enacted Act No. 305 on September 24, 1999, which amends

Act No.447 to establish, among others, a defined contribution savings plan program (the

"Program") to be administered by the Retirement System. All regular employees hired for the first
time on or after.lanuary 1, 2000 and former employees who participated in the defined benefit
pension plan and are rehired on or after.lanuary 1, 2000 become members of a Program as a

condition to their employment received a refund oftheir contributions. ln addition, employees who

at December 31, 1999 were participants of the defined pension plan, had the option, up to March

31,2000, to irrevocably transfer their prior contributions to the defined benefit pension plan plus

interestthereon to the Program.

Act No. 305 requires employees to contriblte 8.275% of their monthly Sross salary to the Program.

Employees may elect to increase their contribution up to 10% of their monthly gross salary.

Employee contributions are credited to his/her individual account established under the Program.

Participants have three options to invest their contributions to the Program. Investment income is

credited to the participant's account semiannually.

The Municipality is req!ired by Act No. 305 to contribute 9.275% of the participant's Sross salary.

The Retirement System will use these contributions to increase its asset level and reduce the

unfunded status ofthe defined benefit pension plan.

lJpon retirement, the balance in the participant's account will be used to purchase an annuity

contract, which will provide for a monthly benefit during the parti€ipant's life and 50% of such

benefit to the participant's spouse in case of the participant's death Participants with a balance of

51O,OOO or tess at retirement will receive a lump_sum payment ln case of death, the balance in the

participant's account will be paid in a lump-sum to his/her beneficiaries. Participants have the

option of a lump-sum or purchasing an annuity contract in case of permanent disability.

Total employees and employer contributions to the above mentioned plans during the Year ended

,une 30, 2O1o amounted to approximately 5298,992 and 5342,035, respectively This amount

represented the required contribution forthe corresponding year.

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

ended June 30, 2010, a copy of which can be obtained from the Retirement System
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF LOiZA
NOTES TO THE FINANCIAI, STATEMENTs (CONNNUED)

JUNE 30, 2010

12. CONTINGENCIES

Amounts received or receivable from grantor agencies are subject to audit and adjustment by
grantor agencies. Any disallowed claims, including amounts already collected, may constitute a

liability ofthe applicable funds. The amount, ifany, ofthe expe nd itu res which may be disallowed by
the grantor cannot be determined at this time, although the Municipality expects such amounts, if
any, to be immaterial.

The Municipality is defendant and/or codefendant in several litigations arising out of the normal
Municipalitty's operations. Most of the cases are covered by insurance. Management, after
consultation with legal counsel is of the opinion that the ultimate liability, in excess of insurance

coverage, if any, resulting from such pending litigations will not have a material adverse effect on

the Municipality's financial position .

13. MUNICIPAI- I-ANDFILL

State and federal laws and regulations requires to the Municipality to car.y out certain closure work
when it stops accepting waste and to perform certain maintenance and monitorinE functions at site
in the following years. ln accordance with GASB No. 18 "Accounting for Municipal Solid Waste

Landflll closure and Post Closure Care Costs" the Municipality must has to perform a study of the
closing and post closing costs in order to recogni2e a provision for those costs.

The Municipality operated a solid waste landfill that was closed during 1994. Total closure costs

incurred as of lune 30, 2010 were approximately 51,300,000. The closure costs incurred were

mostly provided byfederalawards under the State Block Grant Program.

The Municipality is still in process of performing tests in the landfill site in order to assess a final

settlement of closure and post-closure costs. A preliminary estimate of these costs as of June 30,

2o1o amounted to S1,360,000. Accordingly, a provision for future closure and post closured costs

was recoSnized in the accompanyinS financial statements.

14. SUBSEQUENT EVENTS:

On O€tober 14, 2010 the Governmental Debarment Bank of Puerto Rico approved o loan amounting

S735,OOO for the payment of operation accounts payable. The note will be payable in annual

installment through 2035 plus interest at prime plus 1.5% (non exceeding 6%). The note will be paid

with sales tax redemption fund.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF TOiZA
NoTEs To THE FtNANcTAL STATEMENTs (CoNTtNU€o)

JUNE 30,2010

15. RESTATEMENTS:

The balance of net assets and fund balance as reported as ofJune 30, 2OO9 have been restated as
follows:

Fund Fund
Balance Balance Fund

Net General Debt Balance
Assets [und Se!4ce Other

Net assets (deficiency)and fund
balance as reported as oflune 30,
2009 s6,0s3,628 5(7,336,461) 51,982,600 S1,340,15s

To adjust overstatement of accounts
payable 2,932,327

To coraect overstatement of due to
otherfund 825,960

To correct overstatement ofassets 111.730)

2,932,327..: 
z 34,&

0r".,,r, f 
-' 

3se,833

1tl.7301

59400J85 53.978!07 51j70i70 S1J39198
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COMMONWEALTH OF PUERTO RICO

MUNICIPATIY OF LOiZA

ScHEDULE Or EUoGETARY CoMPARTSoN

FoR THE YEAR ENDED IUNE 30,2O1O

GENERAL FUND

ORIGINAL
BUDGET

AMMENDED
BUDGET ACTUAL

VARIANCE

wlTH FINAL BUDGET

FAVORABIE
(UNFAVORABLE)

Revenues:

Taxes:

Propertytaxes
Municipaltax
Sales tax
Construction excise tax

Licenses and permits
lnterest
Rent
Grants and entitlements
Other

Totalrevenues

Expenditures:
General administration
Public safety
Education, culture and

recreational
Public relation, tourism and
citizens affairs

Public works and sanitation
Health, sanitation and welfare

Totalexpenditures

Excess of expenditures over
revenues

5 !,74s,2o4
643,424
742,496
830,000

s,000
20,000
25,200

6,055,333
704,000

10.810.657

s,352,11O
1,115,657

540,194

713,936
1,536,088

L,492,012

10.810.6s7

S 1,74s,204
643,424
742,496
830,000

s,000
20,000
25,200

6,055,333
704.000

10.810.557

5,352,110
1,775,657

540,194

713,936
1,536,688

10.810,657

51,,i45,204
607,088
593,726
301,764

10,888

480
29,365

6,192,295
1.627.514

11,108.328

5,751,313
7,OOO,925

611,060

779,O27

1,786,300

t,601,571

11,470,262

s 1361t34)

s (36,336)
(188,770)

1s28,232)
5,888

(19,s20)

4,165
736,962

297,671

l.399,2631
1'14,732

(70,866)

(s,091)

\249,672)
(109.50s)

(6s9.60s)

sG6L934)
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COMMONWEALTH OF PUERTO RICO

MUNICIPATITY OF tOiZA
NoTEs To SCHEDUTE OF BUDGETAIY CoMPARISoN

luNE 30,2010

1. BUDGETS AND BUOGETARY ACCOUNTING

The Municipality follows these procedures in establishing the bud8etary data reflected in the

financialstatements:

1)

2l

3)

s)

Formal budgetary integration is employed as a management control

the General Fund. Formal budgetary integration is not employed

because effective budgetary control i5 alternatively achieved through

requirements Provisions.

On or before May 15, the Mayor submits to the Municipal Legislative

budget for the fiscal year commencing the following July 1. The

proposed expenditures and the means for financingthem.

device during the year for
for special revenue funds
legal and contractual grant

Body a proposed operating
operating budget in€ludes

4)

Priortolune 13,the budget is legallyenacted through passage ofan ordinance

The Municipal Legislative Body approves, by ordinance budget appropriations by functional

basis. The Mayor is authorized to transfer budgeted amounts between departments within any

fund; however, any revisions that alter the total appropriations of any fund must be approved

by the Municipal Legislative BodY.

Unused appropriations for the annual budgeted funds lapse at the end ofthe year.

The budget is prepared on the budgetary basis of accounting. The actual results of operations,

presented in the Statement of Revenues and Expenditures - Budget and Actual General Fund, is

in conformity with the budgetary accounting of the Municipality for a better comparison with

the budget information.

The presentation of the budgetary data excludes other appropriations such as capital proiects,

debt service and special revenue funds because proiects are flrnded on a multi_year nature,

generally requiring several years to compiete or effective budgetary control is alternatively

achieved through general obligation bond indentures and legal and contractual Srant agreement

provisions-
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LOiZA

NorEs To SCHEDULE OF BUDGETARY CoMpaRrsoN

JUNE 30,2010

_ 2. RECONCILIATION OF GAAP TO BUOGETARY BASIS

Adllstments necessary to reconcile the revenles and expenditures of the General Fund at the end
ofthe year, from the generally accepted accountin8 principles to bud8etary basis, are as follows:

Adjustments to accounts payable and accrued expenses to
adjust expenses from budgetary basis to modified accrual (823,696)

basis

Excess ofexpenditures over revenues, budgetary basis

Proceed from loan not included in budget

Adjustments to acco!nts receivable

Other adj!stments

s(361,934)

935,000

601,565

215,063

Excess of revenues and other financial sources under
expenditure and other financial sources per Senerally
accepted accounting principle Sl65p98
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SCIEOUTE OF EXPENDITURESOF FEDERAL AWARDS

FOR THE YEAR ENOEDIUNE 30,2O1O
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF LOiZA

SCHEDULE OF ExpENDrruREs OF FEDEMLAwaRDS

YEAR ENDEDJUNE 30,2010

NUMBER DISBURSEMENT

us Deoaftment of HousiM and urban
DeveloDment
Passed through:

Municipal Service Administration:
Community Development Block Grant L4.228 5 474,972

Municipality of San Juan Housing opportunities
for Persons with AIDS (HOPWA) 74.247 18,326

Puerto Rico Department of Family:

Shelter Plus Care 74.23A 56,005

ARRA-Homeless Prevention and Rapid

Re-Housing Program 14.262 129,590

Direct Program:
Section 8 - Housing Choice Vouchers 14.A71 50 514

7A9.401

US Oeoartmeni of Health and Human Sewices

Passes through:
PR Department of Family:

child Care and Development Block Grant 93.57s 288,626

ARRA - Child care and Development Block Grant 93 713 64 833
353.459

US Department of Homeland and Securitv
Passes throuBh:

PR Department of lustice:
Homeland security Grant Program 97 067 42'380

42,380

sL185246

41



COMMONWEAI-TH OF PUERTO RICO

MUNICIPALITY OT IOiZA

NOTE5TOSCHEOULEOFEXPENDITURESOTFEDEMLAWAROS

luNE 30,2010

_ 1. BASIS OF PRESENTATION:

The accompanying Schedule of €xpenditures of Federal Awards includes the federal Srant activity of

- Municipality of Loiza and is prepared on the modified accrual basis of accounting. Accordingly, amounts

presented in the accompanying schedule agree to amounts presented in the basic financial statements.
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REPORT ON INTERNAI. CONTROI. OVER FINANCIAI. REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF

FINANCIAI. STATEMENTS PERFORMED IN ACCOROANCE WITH

GOVERNMENT AUDITING STANDARDS

To The Honorable MayorAnd
Municipal Legislative Body

Muni.ipality of Loiza

loiza, Puerto Rico

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of Municipality of Loiza, Puerto Rlco, as ofand for the year ended
lune 30, 2010, which collectively comprise the Municipality of Loiza, Puerto Rico's basic financial
statements and have issued our report thereon dated March 25, 2011. Others auditors audited the
financial statements of the Brisas de Loiza Project, as described in our report on Municipality of
Loiza, Puerto Rico'financiai statements. This report does not include the results of the other
auditors'testing of internal control over financial reporting of compliance and other matters
that are reported on separately by those auditors. The report on basic financial statements was
qualified, because the accounting records of Municipality related to accounts payable and
interfund transactions were not adequate. Except as discussed in the preceding sentence, we
conducted our audit in accordance with auditinB standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Stondords, issued by the comptroller General ofthe United states.

lnternal Control Over Financial ReponinE

ln planning and performing our audit, we considered Municipality of Loiza, Puerto Rico's internal control
over financial reporting as a basis for designing our auditing procedLrres for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an opinion

on the effectiveness of Municipality of toiza, Puerto Rico's internal control over financial reporting.

Accordingly, we do not express an opinion on the effectiveness of the Municipality of Loiza, Puerto

Rico's internal control over financial reportinS.

A deficiency in intenol 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, to
prevent, or detect and correct misstatements on a timely basis. A moteriol u/eokress is a deficiency,

or a combination of deficiencies, in internal control such that there is a reasonable possibility that a

material misstatement of the entity's financial statements will not be prevented, or detected and

corrected on a timely basis.
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REPORT ON INTERNALCONTROL OVER FINANCIAI. REPORTING (CONTINUED)

Our consideration of internal control over financial reporting was for the limited purpose described

in the first paragraph of this section and was not designed to identify all deficiencies in internal

control over financial reporting that might be deficiencies, significant deficiencies, or material

weaknesses. We identified certain deficiencies in internal control over financial reporting, described in

the accompanying schedule of findings and questioned costs that we consider to be material weakness

in internal €ontrol over financial reporting. Findings 1_10 to 2-10.

Compliance and Other Matte6

As part of obtaininB reasonable assurance about whether Municipality of Loiza, Puerto Rico's

financial statements 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 sl.lah an opinion The results of our tests disclosed instances

of noncompliance or other matters that are required to be reported urdet Govenment Auditing

Stordords and which are described in the accompanying schedule of findings and questioned costs as

items 1-10 to 2-10.

we noted certain matters that we reported to management of Municipality of Loiza, Puerto Rico, in a

separate letter dated March 25, 2011.

This report is intended solely for the information and use of management, City Council, others within

the entity, and federal awarding a8encies and pass_through entities and is not intended to be and

should not be used by anyone other than these specified parties.

CANIOS R. DIAZ NEGRON
co raooB PlJltlco luTonlzroo

March 25,2011
Aglas Buenas, Puerto Rico

License No. 1339

Expires December 1, 2013

The stamp No.25 421ofthe Puerto Rico

Society of Certified Public Accountants was

affixed to the original ofthis report.
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REPORT ON COMPLIANCE WITH REQUIREMENTS

APPLICIBLE TO EACH MAJOR PROGRAM AND

ON INTERNAL CONTROL OVER COMPLIANCE

IN ACCORDANCE WITH OMB CIRCULAR A-133
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REPORT ON COMPLIANCE WITH REQUIREMENTS

APPLICABI.E TO EACH MAJOR PROGRAM AND ON INTERNAI- CONTROL

OVER COMPTIANCE IN ACCOROANCE WITH OMB CIRCULAR A-133

To The Honorable MayorAnd
Municipal Legislative Body

Municipality Of Loiza

Loiza, Puerto Rico

Comolianae

We have audited the compliance of Municipality of Loira, Puerto Rico, with the types of compliance
requirements described in the U. S. Office of Management and Eudget (OMB) Circular A-133

Compliance supplement that are applicable to each of its major federal programs for the year ended
June 30, 2010. Municipalities of Loiza, Puerto Rico'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 Municipality of Loiza, Puerto Rico's

management. Our responsibility is to express an opinion on Municipality of Loiza, Puerto Rico's

compliance based on our audit.

Municipality of Loiza, Puerto Rico' basic financial statements include the operations of Brisas de Loiza

Project, which expensed 52,429,886 in federa! awards which is not included in the schedule during the
year ended .lune 30, 2010. Our audit described below did not include the operations of Erisas de Loiza

Project because Municipality of Loiza, Puerto Rico engaged other auditors to perform an audit in

accordance with OMB A-133.

We conducted our audit of compliance in accordance with auditing standards Senerally ac€epted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing stdndotds, issued by the comptroller General of the United States; and OMB Circular A 133,

Audits of Stotes, Locol Governments, dnd Non-ProIit Orgonizotions. Those 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 examininE, on a

test basis, evidence about Municipality of Loiza, Puerto Rico'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 oua opinion. Our audit
does not provide a legal determination of Municipality of Loiza, Puerto Rico's compliance with those
requirements,
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REPORT ON COMPTIANCE wlTH REQUIREMENTS APPTICABLE (CONTINUED)

ln our opinion, Municipalitv of toiza, Puerto Rico, complied, in all material respects, with the
requirements referred to above that are applicable to each of its maior federal programs for the year

ended lune 30, 2010. However, the results of our auditing procedures also disclosed an instance of
noncompliance with those requirements, which is required to be reported in accordance with OMB

Circular A-133 and which is described in the accompanving schedule of findings and questioned

costs as item 3-10.

lnternal Control Over Complianae

Management of Municipality of Loiza, Puerto Rico, is responsible for establishing and maintaining

effective internal control over complian€e with the requirements of laws, regulations, contracts, and
grants applicable to federal programs. ln planning and performing our audit, we considered

Municipality of Loiza, Puerto Rico's internal control over compliance with the requirements that could

have a direct and material effect on a major federal program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on

internal control over compliance in accordance with oMB cir€ular A-133, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not

express an opinion on the effectiveness of Municipality of Loiza, Puerto Rico's inteanal control over

compliance.

A deficiency in internol conttul over compliorce 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 moteriol weokness in internol control over

cofiplionce isa deficiency, or 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 considered

the deficiency in internal control over compliance described in the accompanying schedule of findin8s

and questioned cost as items 3 10 to be siSnificant deficiency.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over

compliance that might be deficiencies, significant deficiencies, or material weaknesses However, as

discussed below we identified certain deficiencies in internal controi over compliance that be

considered to be material weakness.

Municipality of Loiza, Puerto Rico's responses to the findings identified in our audit are described in

the accompanying schedule of findings and questioned costs. We did not audit Municipality of Loiza,

Puerto Rico's responses and, accordingly, we express no opinion on the responses.
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- REPORT ON COMPI.IANCE wlTH REQUIREMENTS APPLICAEI.E (CONTINUED)

- This report is intended solely for the information and use of management, Municipal Legislature,

others within the entity, federal awarding agencies, and pass-through entities and is not intended to

_ be and should not be used by anyone other than these specified parties.

-@+
March 25,2011

- Aguas Buenas, Puerto Rico

License No. 1339

- Expire December 1,2013

CABLOS B. DIAZ

The stamp No.25&422 ofthe Puerto Rico

Society of Certified Public Accountants
was affixed to the originalofthis report.
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COMMONWEALTH OF PUERTO RICO

MUNICIPAUTY OF LOiZA

ScHEDULE OF FTNDTNGSAND QuEsnoNED Cosrs
FoRTHE YEAR ENDED JUNE 30,2010
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COMMONWEALTH OF PUERTO RICO

MUNICIPAI.IW OF LOiZA

ScHEDULE OF FTNDTNGS AND QuEsroNEoCosrs
FoR THE YEAR ENDED JUNE 30,2O1O

Financial Statements

Type of audito/s report issued

- lnternalcontroloverfinancialreporting:

Qualified

. Materialweakness identified? __Lyes _no
Significant deficiency identified

that ls not considered to be materialweaknesses? 
-yes 

-Lno

- Noncompliance material to financial statement noted? --Lyes 
-no

- SECTION I . SUMMARY OF AUDITOR'S RESUI.TS

Federal Awards

lnternal control over major programs:

- Dollarthreshold used to distinguish between type A
and type B programs:

- Audit qualified as low-risk audited?

Materialweakness identified? 
-yes 

--Lno. Significant deficiency identified that are not considered

be materialweakness Lyes no

Type of audito/s report issued on compliance for
major programs

AnV audit findings disclosed that are required to be

reported in accordance with section 510(a)of
Circular A-133

ldentiflcation of major programs:

cFA Number(sl

t4.224

lJnqualilied

__Lyes _no

Name of Federal Program

Communjty Development
Block crants

53oo,ooo

_yes _Lno
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COMMONWEALTH OF PUERTO RICO

MUNICIPAI.IW OF LOiZA

ScHEoULE OF FrNorNGs AND QuEsTloNEo Cosrs

FORTHE YEAR ENDEDJUNE 30, 2O1O

SECTION II - FINANCIAL STATEMENT FINDINGS

Finding No. 01-10 - Gene.al ledger

The Municipality does not have the accounting practices, policies or internal controls in place to provide

for the preparation of financial statements, on a timely basis, in accordance with accounting principles

Benerally accepted in the united States of America ("generally accepted accounting principles"). The

accounting system does not provide for a self balancing set of accounts for each fund operated by the

Municipalitv, recording cash and other financial resources, together with all related assets, liabilities,
revenues, expenditures and changes in fund balances. Therefore, the financial statements must be

prepared using financial information obtained from various departments and accounting records. The

records are not integrated, and do not follow a double entry system (debit credits). As a result, the
records required significant adjustments in order to present the financial position and results of
operations of the Municipality in conformity with accounting principles Eenerally accepted in the United

States ofAmerica.

The continued failure to have an adequate accounting system prevents the Municipality from having

current, accurate and reliable financial reports and information necessary for management to take

efficient and effective actions, including corrective actions when plans and objectives are not being met.

Reaommendation

The Municipality should adopt and implement a plan to convert its accounting system to an integrated

system that would allow for the monthly closing of the Eeneral ledger, as well as the preparation of
year-end financial statements in accordance with accounting principles generally accepted in the United

States ofAmerica.

This plan should provide for:

a. Assessment of the financial accounting and reporting needs in order to take the necessarY steps to
meet the financial reporting requirements ofGASB Statements No. 34.

b. The implementation of a double entry accounting system, the integration of all subsidiary led8ers

and the reconciliation with the records maintained forthe federalfunds.

c. The preparation of periodic financial reports to be submitted to the Finance Director and all other
interested entities.

d. Adequate training of all accounting personnel to improve the understanding of the system and to
promote oPerational efficiencY.

e. Reconciliation of financial records with the reports prepared and submitted to the federal

SOVermment,
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COMMONWEALTH OF PUERTO RICO

MUNICIPAI.ITY OF I.OiZA

ScHEDUI.E OF FINDINGsAND QUESTIoNED CosTs

FoRTHE YEAR ENDEDJUNE 30, 2010

SECTION II - FINANCIAL STATEMENT FINOINGS

Finding No.02-10 - Budget

_ The Municipalitys system of internal control relating to the Budget,ng function does not adequately
prevent operatin8 management from incurring expenditures in excess ofthe level offunds appropriated

and available. The Municipality closed its fiscal year ended June 30, 2010 with an unreserved fund

- balance deficiencl in the general fund approximately 53.4 miltion.

This occurs because the budgeting system does not reflect actual available revenues and therefore

- cannot prevent the obligation ofexpenditures for which current resources will not be available.

Article 8.004 (b) on the Municipalities Law establishes that the Municipality cannot obliSate or spend

_ funds in excess of the appropriations or the ensuing fiscal year. ln addition, according to Chapter lV,

Section 17, of the basic Standards, the responsibility of oversight to prevent deficits in any municipal

fund rest with the Finance Director.

- Th" continued occlrrence of this situation could result in the eventual reduction of elimination of

municipal services since frlture revenues will need o be used to pay for accumulated liabilities

Recommendation

_ The Municipality should revise and amend the budget as current information related to collections of
budgeted revenues became available.
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF LOiZA

ScHEDULEOFFTNDTNGSANDQUESTloNEoCoSTS(CoNTtNUto)

FoR THE YEAR ENDEDJUNE 30,2010

SECTION III- FEDERAI.AWARD FINDINGSANO QUESTIONED COSTS

Finding No.3-10 - Procurement and Suspension and Debarment

FederalProgram

CFDA - 14.228 Community Development Block Grant

compliance requirement:

Procurement and Suspension and Debarment

Category:

compliance and lnternal control

Condition:

As part of olr audit procedures we examined 8 disbursements to test the compliance with the
Procurement and Suspension and Debarment requirement for Community Development Block Grant
program. ln 4 of the 8 disbursements amounting 5338,898 the Municipality did not comply with
Suspension and Debarment requirement and in one disbursement amounting to 530,000 the
Municipality did not comply with the procurement requirement.

Criteria:

Procurement:

States, and governmental subrecipients of States, shall use the same State policies and procedures used

for procurements from non-Federal funds. They also shall ensure that every purchase order or other
contract includes any clauses required by Federal statutes and executive orde6 and their implementing

regulations.

Local Sovernments and lndian tribal governments which are not subrecipients of States will use their
own procurement procedures provided that they conform to applicable Federal law and regulations and

standards identified in the A-102 Common Rule.

All non Federal entities shall follow Federal laws and implementing regLrlations applicable to
procurements, as noted in Federalagency implementation ofthe A-102 Common Rule and OMB Circular

A-110.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF I.OiZA

ScHEoULE OF IrNDrNGs AND QuEsroNEo Cosrs (CoNTTNUEo)

FoR THE YEAR ENoED luNE 30, 2010

sEcTtoN l. - FEDERALAWAROS FtNDtNGS AND QUESTTONED COSTS (CONTTNUED)

Finding No.3-10 -Procurement and Suspension and Debarment

Criteria (continued):

Suspension and Debarment:

2 CFR part 180 states that non-federal entities are prohibited from contracting with or making

subawards under covered transactions to parties that are suspended or debarred or whose principals

are suspended or debarred. Covered transa€tions include those procurement contracts for goods and

services awarded under a nonprocurement transaction (e.9,, grant or cooperative agreement) that are
expected to equal or exceed 525,000 or meet certain other specified criteria. CFR section 180.220 of the

Sovernment wide nonprocurement debarment and suspension guidance contains those additional
limited circumstances. All nonprocurement transactions (i.e., subawards to subrecipients), irrespective
ofaward amount, are considered covered transactions.

When a non-federal entity enters into a covered transaction with an entity at a lower tier, the non-
federal entity must verify that the entity is not suspended or debarred or otherwise excluded. This

verification may be accomplished by checking the Excluded Parties List System (EPLS) maintained by the
General Services Administration (GSA), collecting a certification from the entity, or adding a clause or
condition to the covered transaction with that entity.

Effect;

The Municipality corrld be exposed to administrative action by the grantor.

Quesiioned cost:

s30,000

Recommendation:

We recommend that the Municipality establishes an adequate internal control system to ascertain

compliance with the Procurement and Suspension and Debarment requirement,
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF [O[ZA
ExHtBtr- |
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